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P-ROGCEEDI-NGS
10: 12 a. m

CHAI RPERSON SURO- BRODI E: The hearing wi | |
conme to order. This hearing is being conducted by the
Trade Policy Staff Commttee, an interagency body
chaired by the Ofice of t he u. S Tr ade
Representati ve.

I n addi tion to USTR, t here are
representatives from the Departnents of Justice,
Comrerce, Labor, State, Treasury, and the U S.
I nternational Trade Conm ssion. WMany nenbers of the
USTR staff working on market access wll also be
present .

The subject of this hearing is Market
Access in the Doha Devel opment Agency Negotiations in
the world Trade Organi zation, specifically for non-
agricul tural products.

Comments are welconme, wth as nuch
specificity as the respondent can provide on general
negoti ati ng objectives and/or targets, country- and
product -specific export interests or barriers, and

particul ar neasures that mght be inproved in the
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context of the new negotiations, including both
tariffs and non-tariff measures. Wth regard to Non-
tariff measures, any avail able details on the foreign
| aws or regulations that lie behind the barrier would
al so be hel pful. To the maxi mum extent possible

commodi ties should be identified by Harnoni zed System
nomencl ature at the six-digit level, or preferable
eight-dibit level or higher, where available, and
shoul d specify markets of interest.

The TPSC i nvites comrents and testinony n
all of these matters, and in |ight of the schedul e for
presenting mar ket access offers, and Florie Liser wll
tal k about that in a mnute, and in particul ar seeks
testi nony addressed to the econom c benefits and costs
to U S. producers and consuners of the reduction of
tariffs or non-tariff barriers on trade between the
United States and other WO nenbers, and the
recommended staging schedule for reduction, and
exi sting non-tariff barriers to trade i n goods between
the United States and other WO nenbers and the
econom c benefits and costs of renoving those

barriers. Existing barriers of the cost of renoving
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t hose barrier.

Florie Liser, Assistant USTR for | ndustry
and Market Access, wll give opening remarks, after
whi ch the panel will introduce thensel ves and then we
wll hear fromthe first witness. Thank you.

MS. LI SER Thank you. First of all,
wel come. W appreciate the fact that all of you are
here today. W know that you're here because of the
i nportance of non-agricultural market access in the
particular industries and sectors that are of
particular interest to you. I'"'m not going to read
verbati mny statenent. Qoviously you have it, but |et
me just touch on a few things briefly as we go
f orward.

Qobviously, all of you are aware of the
i nportance of non-agricultural goods in terns of both
the U S economc, as well as the gl obal econony.
They represent 90 percent of our exports, and | think
sone $630 billion in our trade |ast year.

W have several mandates that we are
trying to neet, and want to be conscious of, as we

nmove forward, and the framework within which we will
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take your particular points of view One is the
mandat e t hat we have fromDoha, which mandates that we
go forward wth non-agricultural market access
negoti ations. The other is fromthe TPA where the
Congress, the U S. Congress, has clearly given us a
mandate wth regard to a nunmber of non-agricul tural
mar ket sectors, particularly those that were invol ved
inthe Section 111(b) of the Uruguay Round Agreenents
Act, as well as trying to get greater participationin
the I nformati on Technol ogy Agreenent, the Agreenment on
Trade in Gvil Aircraft, address environnental goods,
fish, textiles and apparel.

All of these are areas that are clearly
delineated in the TPA, and what we are trying to do
here today is to get your views, and we're very
interested in getting them and we appreci ate the fact
that you are here to give themto us, with regard to
how we can approach these nandates, how we can find
the right bal ance between addressi ng the need to open
markets while at the same tinme being sensitive to
particular issues in sectors within our own econony.

In terms of where we are right nowin the
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WO we have several deadlines that have been
established for us. 1In fact, one is comng up very
soon, Novenber 1st, is the target date for subm ssion
of nodalities proposals, with a deadline of Decenber
31lst. Then in March we hope to have, March of 2003,
we hope to have a common under st andi ng and outline on
the nodalities, and by May 30th, we should be having
t he agreenent on nodalities.

Qoviously, we are still inthe very early
stages of the consultations and negoti ati ons on non-ag
mar ket access, we expect that other countries wll be
putting forward sone of their proposals soon, and in
terms of where we are here in the United States, we
want to take advantage of hearing from you today in
these hearings, continuing to look at the witten
testi mony whi ch we got, which was quite extensive, and
trying to continue to devel op our nodalities proposal,
taking into account all of this information, and al
of the information that you'll be sharing with us
t oday.

So, we appreciate your being here, and

agai n, thank you for com ng, sharing your views, and
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wel conme any of your thoughts on how we continue to

devel op our nodalities proposal.

CHAI RPERSON  SURO- BRCODI E: Thank vyou,
Florie. W'Il have the panel introduce thenselves,
starting --

MR. TORRANCE: |'m Tom Torrance fromthe

Ofice of Milti-Lateral Trade in the Bureau of
Econom ¢ and Busi ness Affairs at the State Departnent.

MS. LI SER I"'m Florie Liser. ["m the
Assistant U S. Trade Representative for |Industry,
Mar ket Access and Tel ecommuni cations at the Ofice of
the U S. Trade Representative.

CHAI RPERSON SURO- BRODI E: | ' mCar nen Sur o-
Bredie, Chair of the Trade Policy and Staff Conm tt ee.

MR. LEAHY: Dan Leahy, I'mthe D rector of
the office of External Relations at the Conm ssion.

MR DUNN: |'m Edward Dunn, Director of
the Market Access Team at the Miulti-Lateral Affairs
Ofice at Commerce.

M5. VALDES: | amAna Val des. | amBureau
of International Labels and Fairly Departnent of

Labor.
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MR. KORANSKY: | amlLester Koransky. | am
also with the Labor Departnent.

CHAI RPERSON SURO- BRODI E: Thank you. W
wll now hear from our first wtness, M. Cooper,
Counsel to the Rubber and Plastic Footwear
Manuf acturers Associ ati on.

MR. COOPER: Thank you, Madam Chair. I
shall be very brief, and | |look forward to whatever
guestions any of you may have. The Rubber and Pl astic
Foot wear Manufacturers Associ ation represents nost of
the donestic producers of fabric-upper footwear and
rubber soles and protective footwear, as well as
suppliers to the industry. Wile these conpani es do
nmost of their manufacturing in this country,
conpetitive circunstances have nmade it necessary for
themto do a significant anmount of inporting as well.
Any erosion of the duty structure of what is |eft of
this industry would result in a substantial increase
in their inport activity with a correspondi ng sharp
decline in, or elimnation of, domestic production.

In our April 19 -- excuse ne, 2002, our

April 2002 testinony before the International Trade
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Comm ssion, we called attention to the then recent
shift of Converse and Lacrosse to foreign shores, and
to the elimnation of their donestic production. I
woul d rem nd you t hat Converse, a conpany of about 100
years of age, was at that tine the |argest donestic
producer of fabric-upper athletic footwear in this
country, and that Lacrosse, fromLacrosse, Wsconsin,
was the |argest producer of waterproof footwear in
this country. Neither of them any |onger produce in
Aneri ca.

Since ny testinony before the |1TC
S. ol dberg and Conpany, a distingui shed century-old
New Jer sey slipper manufacturer, announced that it is
closing its donestic operations in favor of inports,
and Tingley Rubber, another century-old New Jersey
conpany known for its protective footwear, has shifted
its civilian production to Mexico. It is still doing
its mlitary production in this country.

There remain in this donestic industry
four significant producers of protective footwear, and
one nmaj or producer of fabric-upper athletic footwear.

Each of these conpanies fully intends to conti nue and,
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if possible, increase its donestic production if
present tariff rates are not reduced.

Thi s IS an industry where |abor
constitutes close to 40 percent of total cost, where
fabric-upper inports take about 95 percent of the
United States nmarket, and protective footwear inports
nore than 60 percent. These inports conme from WO
menber countries where wages are from1l/15 to 1/ 20 of
the level in this country.

Wt hout exception, every exam nation of
this industry in nultilateral negotiations, the
Kennedy round, the Tokyo Round, and t he Uruguay Round,
concluded that the industry's inport sensitivity is
such that tariffs should not be cut. Wre it not for
the restraint shown by your predecessors in these
negoti ations, the strong probability is that the
conpanies still left in this industry would all have
noved abroad. The record is conpelling that our
governnment acted appropriately in these three nulti-
| ateral negotiations, and that the reasons for
retention of existing duties denonstrated in those

negoti ations are all the nore valid today.
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The core itens of the donestic rubber
footwear industry are fewer in nunber today than was
the case at the tinme of the Uruguay Round, and our
pl ea that there be no reduction in duties is limted
to those core itens, the Harnonized Tariff Sytem
nunbers of which are listed in the appendix to ny
testi nony.

| will be happy to answer any questions
you may have.

CHAlI RPERSON SURO BRODI E: Thank you, M.
Cooper. The first question wll be asked by the
Departnent of Labor.

M5. VALDES: Good norning, M. Cooper.

MR, COOPER: Good nor ni ng.

MS. VALDES: Thank you for being here
t oday. In your testinony you nentioned that |abor
constitutes close to 40 percent of the total cost.
Does this relate to the conbination of non-foot --
non-r ubber footwear or protective footwear production,
or is production in the protective footwear industry
characterized as | abor or capital intensive, or does

this characterization depend upon whether the
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production occurred, let's say, in |low cost country?

MR COOPER: |"'mnot sure | fully grasp
the question. You did nention non-rubber footwear,
and |I'm not concerned about non-rubber footwear.

M5. VALDES: Okay. You're concerned about

MR, COCPER: Al the figures that | have
cited are rubber footwear, and when | say average
about 40 percent | abor costs --

M5. VALDES: dose --

MR. COOPER: Close to, you know, and it
varies fromconpany to conpany and area of the country
that they're in and so on, but that -- | think that's
a fair and honest ballpark figure. | nean, what nore
can | say. That's about what the average percentage
of cost would be, and this is -- the fact that it is
a labor-intensive industry is what has propelled
conpanies |like Ni ke, for exanple, which had been a
manuf acturer in Saco, Maine before it picked up its
shoes and left for the Pacific shores, where they now
do all their manufacturing. This goes back now about

25 years, | guess, but it's because | abor was so nmuch
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cheaper abroad, and this is a product which requires
| abor. That's why -- | nean, that's what's happened
to all of the conpani es which have noved.

Those conpanies which remain, if | can
expand on this just a little bit, have been able to
conpet e because of either quality of product, product
recognition, closeness to the market, extraordinarily
good managenent skills, very good | abor force. There
are a nunber of factors which have resulted in the
remai ni ng conpanies still being here, and there is no
reason to believe that having weat hered the stormt hus
far, they will not continue to do so, if, if, their
tariffs are left intact.

MS. VALDES: Thank you.

CHAI RPERSON  SURO- BRODI E: The next
question will be asked by the Departnent of Commerce.

MR, DUNN: Thank you. Edward Dunn at
Commerce. | would just like to follow up on your | ast
poi nt . Do you think that the retention of existing
duties could lead to sustainable long-termgrowh in
t he rubber footwear industry here in the U S ?

MR. COOPER: Yes, | do. A perfect
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exanple of that is New Balance in the athletic
footwear area. New Bal ance grew fromnothing in this
country to now having five plants in the northeast,
and a plant in California, which they don't own, but
whi ch manuf actures exclusively for them and they al so
inport a great deal, however, that's very close as
agai nst the extent of their inports as against their
donestic manufacture. The fact of the matter is that
t hey have expanded donestically and there is every
reason to believe that given the quality of their
product, and the quality of their managenent, and
their desire to remain in this country, they want to
be identified as an Ameri can manufacturer, not just an
Ameri can conpany. There's every reason to believe
that that conpany wll continue to thrive.

The r emai ni ng wat er pr oof conpaniesinthis
country, while not quite as | arge as New Bal ance, are
all substantial organizations, and they have --
t hey' ve been here for awhile. |In one case, however,
En Garde Industries is a newentrant into this market,
which believes it can make it in this country. It is

the successor to Bata Shoe. It occupies the preni ses
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that Bata had, it picked up about 150 of Bata's
enpl oyees. It's today, a relatively small conpany.
They want to manufacture in this country, they expect
to manufacture in this country, their expectation is
that the United States Governnent will encourage them
to manufacture in this country, and will not nmake it
i npossi ble by cutting their duties.

MR. KORANSKY: Thank you.

CHAI RPERSON SURO- BRODI E:  Thank you. The
next question will be asked by USTR, Florie Liser.

M5. LISER M. Cooper, what are the --
what's the export potential for the donestic
protective footwear industry, and what are the key
mar kets that that part of the industry is | ooking at?

MR, COOPER: The export potential is
very, very limted, and that's an optimstic
statenent. The problemis the sane problemthat they
face in this country. This product is being
manuf actured in countries |ike China, and go conpete
in foreign countries, because it's hard enough to
conpete in this country agai nst Chi nese nmanuf acture.

Go try to conpete in western Europe or wherever thee's
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a market for protective footwear. So, it is wth
considerable regret, but | have to say to you what
have said ever since the Kennedy Round, there is
nothing that this nmulti-lateral negotiation can do
whi ch woul d be a satisfactory quid pro quo for this
donmestic industry. You can do everything possible,
and | hope you will, to open markets for Anerican
products, but you're not going to be able to be
successful, | fear, with respect to either protective
or fabric-upper footwear for the reasons that 1've
poi nted out to you.

M5. LISER: Thank you very nuch.

CHAI RPERSON SURO- BRCDI E:  Does the pane
have ot her questions? |f not, thank you very nmuch for
your testinony, M. Cooper.

MR COOPER: Thank you.

CHAI RPERSON SURO- BRODI E: W wi | | now hear
from the next wtness, Steve Lamar, Senior Vice
presi dent, Anerican Apparel and Footwear Associ ati on.
Could | remind all the witnesses that we would like to
hold their testinony to five mnutes so that we can

ask questions. Thank you.
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MR LAVAR: Thank you for providing ne
this opportunity to appear before you this norning.

My nane is Steve Lamar. | am Seni or Vice
President of AAFAwith the National Trade Associ ation
of the apparel and non-rubber footwear industries. In
my testinony I'll go into nore detail, but at the end
of the day, | just want to stress that our nenbers big
and smal I, we make everywhere, we sell everywhere, and
| think that's an inportant point, and it drives the
phi | osophy governing the testinony that |' mdelivering
to you today.

Last June our associ ation delivered a new
trade policy -- unveiled a new trade policy. A copy
of this is attached. |It's got four different planks,
the first of which addresses market access.

As you | ook at that trade policy, | want
to draw your attention to the followng point.
Al t hough many of our nenbers consider the U S. to be
their major market, we deliberately crafted this trade
policy so that it could apply to any market, so we
refer toit repeatedly to U.S. and to foreign markets

t hr oughout . Thus, when we advocate reduction of
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duties or call for greater narket access, we are
tal king simultaneously about the United States and
ot her countries.

At the outset, I'd like to applaud the
Adm ni stration and other WO countries for ensuring
that textile, apparel and footwear tariffs remain on
the table for the Doha Round. W' re hopeful that
there will be an equally strong commtnent to tackle
non-tariff trade barriers affecting these products as
wel | .

As you know, these industries still face
sone of the highest barriers in effect today, whether
in the United States or el sewhere around the world.
In many cases, these barriers no |onger protect
domestic industries, but instead add extra costs to
our own operations and to the prices that our products
fetch in the market. In many cases, these barriers
prevent us from sourcing our products in the nost
conpetitive manner and with the nost conpetitive
i nput s. All  these barriers, including those
mai ntained by the United States, distort trade and

production patterns.
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In some cases, these barriers stand in
sharp contract to the |iberalization other parts of
t he econony, or econom es as we're tal ki ng about ot her
countries, have increasingly enjoyed. For exanple, in
2001, U S. inporters of textiles, apparel and
footwear, as characterized in Chapters 50 through 65
of the HTS, collectively paid $9.5 billion in duties
to the U S. Custons Service. This nmeans that our
i ndustries accounted for one out of every two dollars
paid by the -- collected by the Custons Service, even
t hough we only accounted for eight percent of all
inports. In the testinony that | dropped off here,
there is a graph that illustrates that in sone
conparison, in sone nore detail.

I n other countries, the situation is even
worse. Wiile U. S tariffs in these industries hover
around 15 percent for apparel and eight percent for
non-rubber footwear, and there are tines when they're
much hi gher, when we do have specific peaks, effective
tariff rates in these industries are often tw and
three tinmes hi gher in many ot her key countries, and to

make matters worse, these countries bind their tariff
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rates at even higher |evels.

Turning to non-tariff barriers, we are
pl eased to note that the scheduled January 1, 2005
elimnation of the worldwide textile and apparel
quotas system conbined with elenents of the China
accession agreenent, will significantly elim nate non-
tariff measures in the comng years. But we are
concerned that many visible and hidden non-tariff
measur es still remai n. Meani ngf ul trade
liberalization in our industries will only work if
tariff reduction is coupled wth significant
elimnation of non-tariff barriers.

We again stress that many of our nenbers
make products in foreign countries and ship themto
other foreign countries. O hers make them in the
United States and ship them abroad as well. AS a
result, access to foreign markets is inportant, not
only because it generates U S. exports, but also
because it generates sales opportunities for U S.
branded products nmade i n ot her countries. These sal es
opportunity still pronbote nunerous U.S. econonc

benefits, including U S. enploynent. As you all | ook
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to pronote the interests of U.S. conpanies in the next
round, you should keep in mnd this dynam c pl ease.
As you nove f orward wth t hese
negoti ations, we would like to make the follow ng
recommendations. The U S. should seek reduction or,
if possible, elimnation of all tariffs, including
those maintained by the U S., affecting textile,
apparel, and non-rubber footwear products. |'d like
to point out that you're hearing today from three
associ ations that represent footwear industries. As
far as | can tell fromreading all the testinony, al
three of them tal k about reduction, they all agree
about reduction of non-rubber footwear, and | think
many of themeven tal k about reduction of nost rubber
footwear duties as well. | think you'll have a
di scussi on between the two | ater on, but you can see
that there is obviously sonme consensus there that
didn't occur before.
The U.S. should seek reductions on these
products frombot h devel oped and devel opi ng countri es.
The U S. should insist that all tariff rate

reductions be made from applied tariff rates. The
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sane -- the exanple set in the FTAA, the agreenent
that you all have, | think should be the guiding
principle here.

The U. S. shoul d be prepared to use whoever
nodality, whether it's sectoral, fornula, or a
conbination of them that w1l achieve neaningful
tariff reduction at the earliest practical date.

The U.S. should also make a priority to
achi eve decisive and swft elimnation of non-tariff
barriersintextile, apparel, and footwear i ndustries.
This nmeans any concessions nmade to devel oping
countries regarding the so-called special and
differential treatnent initiative should not permt
the waiver or delay of trade obligations for such
things as custons valuation, intellectual property
rights, and standards and a host of other issues, and
al t hough not specifically part of the non-agricul tural
mar ket access negoti ati ons, we encourage you to make
trade facilitation be an inportant priority.

Inconclusion, let nereiterate the strong
support of our association for the successful

conclusion of the Doha Round. W were strong
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advocates of TPA and have |long worked for trade
i beralization, and free trade i n ot her endeavors. In
this case, we urge the Admnistration to use this
authority to concl ude the Doha Round, w th nmeani ngf ul
non-agricul tural market access, as soon as possible.
Wth that, if there are any questions, I'll be happy
to take them

CHAlI RPERSON SURO BRODI E: Thank you, M.
Lamar . Thank you for keeping to the five mnutes.
The first question wll be posed by the State
Department representative.

MR.  TORRANCE: Good norning, M. Lamar.
|"'m Tom Torrance from the Bureau of Econom c and
Busi ness Affairs at the State Departnent, and | have
a two-part question. First, what percentage of your
menbers use U. S. apparel preference prograns, such as
the Caribbean Basin Trade Preference Act, AGOA or
NAFTA, and second, what effect would reduction on
apparel tariffs have ontheir preferential operations,
vis-a-vis inports from other foreign countries,
especially far eastern countries.

MR. LAMAR | think nost of ny nenbers use
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the preference prograns to sone degree for sone aspect
of their sourcing. |"ve got sone nenbers that are
fairly strongly commtted to those prograns, and
others that mght use it for a smaller percentage, so
|'d have to say nost of themuse it for many of their
sourcing, but not necessarily all, and for each one
not necessarily a nmajority.

The effect it woul d have, | think you have
to kind of |ook first and see what effect it has right
now. For certain products, where there may be a high
tariff rate or maybe it's a sinple product to produce,
it mght be easier to use the tariff preference
programthan for other products where it m ght be nore
difficult.

As -- | find alot of ny nenbers are doi ng
t hi ngs where they're still producing, for exanple, in
El Sal vador, but using Chinese fabric, so they're
still producing a product in one of the countries that
could enjoy the preference benefits, but they're
del i berately taking thensel ves out of the preference
programbecause it nakes nore sense froma conpetitive

standpoint to produce outside of the preference
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program but in their country still.
So, I'mnot sure what will happen as --

you know, if other tariffs come down, whether that

wi || encourage people to nove to other countries or
not . | think it's too hard to say at this point
Because not -- everybody's not using the preference

prograns the way you would logically assune that
they've used it. They go inside the preference
prograns and therefore they're saving duties and
they're bringing the product in | ess expensively than
if they had to pay duties. In many cases you can
still produce a garnment at full package fromAsia, or
in Central Anerica, using conponents that take you out
of the preference program and still be at a product
that woul d be in the preference program So, in those
cases, the preference programisn't really having an
effect at all.

CHAlI RPERSON SURO- BRODI E: Could I ask a
foll owup question on that?

MR. LAMAR:  Sure.

CHAI RPERSON SURO- BRODI E:  |s that because

the production runs are being sent to the United
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States and other countries at the sane tine, with a
preference to other countries?

MR. LAMAR: It's a lot of reasons. | t
m ght be that you don't feel that you can find the
inputs in the United States. It mght be that the
inputs in the Untied States m ght be nore expensive
t han what you can price sonewhere else. It mght be
that you're using the stuff in the United States for
qui ck response as opposed to the stuff in Asia you're
using for a longer term | nmean, there's -- you talk
to four people and you get five different answers
about what you're -- what's the reason for this.

CHAI RPERSON SURO- BRODI E: Thank you. Do
you have anot her question? The next question will be
posed by USTR

MS. LI SER M. Lamar, you suggest in your
testinmony that we have the sane approach for all
participants, both devel oped and devel oping, in terns
of tariff elimnation for apparel, textiles and
footwear, and just wondering, would this be the end
point that we end up at the sane place, and woul d you

apply this sanme approach for the |east devel oped
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countries?

MR. LAMAR | think the faster you can get
all of the countries up to the sane level, | think the
better it is for everybody. | nean, | understand that
you may need an approach where you start out wth
people differently, but the faster you can get
everybody to a point where they're providing
meani ngf ul market access, | think that's better from
both a practical termand froma political term As
| know you' ve discovered recently, and as |'ve seen
recently, | think a lot of the opportunities for
mar ket access will be South-South trade, and there's
a real perception | think in the devel opi ng world t hat
they need to retain their tariff or non-tariff
barriers, either to protect sensitive industries or to
retain revenues for their own governnent operations.
And | think we really need to, through a process of
education or through the negotiations really, to take
t hese countries away fromthat m ndset into the point
wher e t hey realize t he benefits of trade
liberalization will be quite substantial for both

enpl oynent and for the consuner perspective in their
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own economes as well as in our econony we can get
t hem further.

MS. LI SER Just a quick followup
question. Wat do you think our response should be
to, particularly the |east devel oped countries, who
woul d say that the mandate in Doha is to give thema
different sort of path there, that they not be | ock
step with every other country that's doing tariff
i beralization.

MR. LAMAR | think the | onger we keep the
| east devel oped countries out of the full picture,
think the longer it's going to be before they are no
| onger | east devel oped countries.

CHAI RPERSON SURO- BRCODI E: Thank you. The
| ast question wll be asked by the Commerce
Depart nent .

MR. DUNN: Thank you. | was wondering if

you can el aborate on sone of the non-tariff barriers

that you say still remain for textile, apparel and
f ootware products. You nmentioned a few, custons
i ssues, and -- but if you could just expand on that a

bit 1'd appreciate it.
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MR. LAVAR: Different | abel i ng
requirenents that are in place, different standards,
j eez, | probably woul d have to go back and give you a
list of themto give you nore detail on them There's
-- | nmentioned, as | say, Custons valuation and
there's a host of Custons-related barriers which |
don't know whether they're a non-tariff barrier or
whether they're a trade facilitation neasure. \Wen
|"ve been trying to get alist of non-tariff barriers,
| find that sone people were afraid to -- for exanpl e,
anti-dunpi ng neasures is a non-tariff barrier, sol --
it's hard to know for sure all the different issues.
| would prefer to get back to you with sonething a
little bit nore detail ed.

MR DUNN: That woul d be very hel pful
That's one of the things we're trying to pul
t oget her, so pl ease do.

MR, LAMAR.  Ckay.

CHAI RPERSON SURO- BRCDI E:  Does anyone on
t he panel have another question? No? Then if you
could send your witten response to G Blue at

USTR. gov?
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MR, LAMAR.  Ckay.

CHAI RPERSON SURO- BRCDI E:  She'll send it
forward to the panel nenbers.

MR, LAMAR. (Ckay. G eat.

CHAI RPERSON SURO BRODI E:  Thank you. Qur
next witness is M. Peter Mngione, President of the
Footwear Distributors and Retailers of Anmerica.
Wl cone.

MR. MANG ONE: Good norning. | am Peter
Mangi one, President of the Footwear Distributors and
Retailers of Anerica. FTRA's nenbers account for
approximately three-quarters of all footwear sold at
retail in the U S and for the vast bulk of inported
footwear intothe U S. W are pleased to appear today
to urge that all duties on footwear inported into the
US. be elimnated entirely on the first day of
i npl ementati on of the Doha Devel opnent Agenda.

We make this reconmmendation for severa
reasons. First, wth inport penetration in the
footwear sector at 97 percent, this is 2001 data,
duties on footwear have | ost all rel evance and have no

comercial significance. This is so because the price
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of inported footwear, after application of MFN duti es,
is vastly cheaper than U S.-produced footwear.
| ndeed, the differential between U. S.-nmanuf actured and
inported shoes ranges, after application of U S.
duties, from between 60 percent |ower to 40 percent
| ower dependi ng on category. Cearly, U S. producers
Il ong ago lost the price battle with inports, and the
price adjustnment nechanism tariffs, are irrel evant
and pointl ess.

Second, there is no connection between
continuance of tariffs and U. S. footwear manufacturing
and its |obs. The little remaining U S. shoe
production only survives by differentiating itself on
bases other than price, such as brands, product
positioning, size and width strategy and the |ike.
I ndeed, in its nost recent footwear investigation
i nvol vi ng shoe duties under NAFTA, the | TC concl uded
that, "donestically produced f oot wear articl es conpete
nmostly on non-price factors such as brand nanes,
product quality and differentiation and support
services". W agree. Elimnation of duties wll not

af fect these strategies.
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Third, shoe duties are a huge consuner
tax. In 2001 nore than $1.6 billion was paid to the
Treasury in shoe duties, which anpbunts to sone $3.2
billion at retail, applying normal markups. Wth only
19,800 U.S. workers in the low duty shoe area, the
cost is over $100,000 per job. The cost per job in
the high duty area, which is rubber footwear, where
there are sone 2,500 U. S. manufacturing jobs, the cost
is approxi mately $430, 000 per job annually.

We thank you for your attention this
nor ni ng.

CHAI RPERSON SURO- BRCDI E: Thank you very
much, M. Mangione. The first question will be asked
by USTR

MS. LI SER: W were very interested in
knowi ng whet her your associ ati on has done anything to
devel op a consensus wth other countries around the
particular approach that you suggested in your
testi nony.

MR. MANG ONE: W are very interested in
a sectoral approach in footwear and duty elimnation

and reduction in the Doha Round. W have nmde
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overtures to all of the mmjor shoe producing and
inporting countries and blocks around the world,
i ncl udi ng the European Union, Canada, Japan, China,
| ndonesi a, Thailand, and others, and | can say at this
stage, after having had prelimnary talks wth
i ndustry and governnment in nost of those countries,
nost of those entities, that there is interest in
pursuing this sector as a sectoral negotiation. I
can't say that they are all where the United States
is, which | believe -- that is to say the industry in
the United States is, there is consensus with respect
to non-rubber footwear, there is as you heard this
nmor ni ng, conpl ete consensus on that subject, which

m ght add, accounts for about 80 percent of all
footwear inports, and in the rubber area, there are
sone itens that M. Cooper has nentioned this norning,
whi ch his group objects to, but there are other rubber
itens which are not on his list, which | take it there
is therefore consensus to elimnate those tariffs as
wel | . As | say, | think the other inporting and
exporting footwear entities around the world are now

just focusing on this question, and we have done
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everything we can to get their attention and I would
say there is interest, but we'll have to see as tine
goes on and as countries start to put positions on the
tabl e, just how successful our efforts are, but we are
certainly vigorously pursuing it.

CHAI RPERSON SURO BRODI E: Thank you.

MR. MANG ONE: You're wel cone. The next
question will be asked by the Departnent of Commerce?

MR. DUNN: Thank you. Just to follow up
you stating that tariff elimnation will not affect
any of the strategies adopted by renmaining U S
manuf acturers, but you note that there are sone itens

on -- that are not on the list provided earlier by M.

Cooper.

MR. MANG ONE:  Yes.

VR,  DUNN: Can you explain to us what
those itens are and how you think that the -- you two

have obvi ously taken a di fferent approach here on the
value of tariff, so if you could just expand on that
a bit.

MR MANG ONE: On the itens that are not

on his list?
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MR DUNN: Right --

MR. MANG ONE: The rubber itens?

MR. DUNN. -- and whet her you think -- and
how tariff elimnation would or would not inpact --

MR. MANG ONE: Well, | think the reality
is that the itens in the rubber area that are not on
M. Cooper's list, there are no U.S. manufacturers of
them that he represents, or that care about this.
They woul d, for exanple, be in the slipper area, which
is by far the nost significant and |argest rubber
footwear item slippers, fabric-upper, rubber out
sol es, slippers. There was one U S. nmanufacturer of
this product, S. Goldberg, they closed their factory
this year. The conpany is in very good shape.
They're a nmjor inporter. They were before they
closed their factory, they continue, but that's
probably the nost significant item The other itens
woul d be, for exanple, sonme of the foxingitens in the
| oner price ranges that New Bal ance apparentl|ly doesn't
care about. These also would be zero duties, and
they're very high duty at the nonent, sone up to 67

percent, but we can furnish for the record the
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conplete list if youlike. | didn't bringit with ne,
but | can certainly furnish it for the record, and
characterization of -- but again, | don't think there

woul d be any inpact whatever except on the consuner,
who is paying a gigantic tax where there are no U. S
pr oducers.

MR. LEAHY: Dan Leahy from the
I nternational Trade Conmm ssion. For the producers of
the products that were on M. Cooper's list, his
contention is any reduction would in fact --

MR. MANG ONE:  Sure.

MR. LEAHY: -- nove them out of the
country. Your view on that?

MR. MANG ONE:  Well, | nean, we couldn't
di sagree nore. The fact of the matter is that in the
face of drastically lower priced conpetition today,
they continue to nmake shoes here, and when your
conpetitionis 40 percent |ower at first cost than you
-- not first cost, at |landed cost, in this country,
after tariffs. |If price were the determ nant factor,
you' d be out of business.

The reality is that you are able to
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mai nt ai n producti on and nmai ntain a place in the market
pl ace, by differentiating your product on sonething
other than price, and this is what they have all done.
| think in the -- you know, M. Cooper's group is
really two groups there. One is the protective
footwear, the rubber protective footwear group,
there's three or four of those. Basically this group
manuf act ures you know, firenen's boots, and chem cal
protective-type footwear. Hi ghly specialized niche
ki nd of product where often you have nunicipalities
speci fying the type, the construction, so forth and so
on. These kinds of niche itens, really, just don't
| end thenselves to inporting. They just don't. I
mean, inporters -- factories overseas and the rest of
the distribution channel |ike to make products that
have wi de distribution to justify the investnent and
so forth. So, they're |argely shielded by the type of
product that they manufacturer in the rubber area.
O course, New Balance is a different
story al together. New Bal ance doesn't nmake protective
footwear, they only nmake athletic footwear, and sone

casual footwear, and the athletic footwear that is
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being -- that we're being asked to keep the duties on,
t hey manufacture overseas, they manufacture here. |
mean, it's a blend, and it is this blending and the
tremendous success of the marketing and the brand,
that all ow New Bal ance to keep the factories open

I mean, it's our contention that
essentially what New Bal ance, which is a billion and
a half dollar conpany, does is they nmake profit on
their inports and then they use that to subsidize
their | ocal production, whichis perfectly fine. It's
a prerogative they have, they're entitled to do it, |
think it rai ses sone serious public policy questions,
whet her governnment and the public should be asked to
contribute to that endeavor.

But | would say in their case there's
practically no I|ikelihood whatsoever that if the
tariffs were to end they woul d change their strategy.
If their strategy of manufacturing here nakes sense
today, it would nmake sense without the tariffs, and,
of course, their conpany woul d benefit trenendously by
elimnating the tariffs, by allowng their inports to

cone in duty-free, which would free up nore funds for
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their I ocal production, if they wanted to devote their
funds to that.

MR. LEAHY: Thank you.

MR. MANG ONE:  Sure.

CHAI RPERSON  SURO- BRCDI E: W had an
addi tional question fromthe Departnent of Labor?

MR KORANSKY: Lester Koransky from the

Labor Departnent. Good nor ni ng. I guess | have
several - part question. Sorry about that. Lester
Koransky from the Labor Departnent. You nentioned

t hat there was a differential between U. S.
manufactured and inported shoes, ranging from 60
percent |lower to 40 percent | ower, dependi ng upon the
category. A couple of questions. Does the sane ratio
apply after applying normal markups? Is it still the
sanme ratio, or is it --

MR. MANG ONE: The ratio wouldn't change
after the margins. It starts out that way would be
after the -- the margins would be the sane on either
one, for sure.

MR, KORANSKY: Once the tariffs are

elimnated, what would the differential be then
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bet ween the two, do you have an idea roughly?

MR MANG ONE:  Well, it would be greater
of course.

MR. KORANSKY: How much greater?

MR, MANG ONE: Wll, again, this would
depend on the tariffs. In the case of rubber footwear

where the duties are nmuch higher, the differential
which is presently 40 percent would go up
substantially, |1'msure.

MR.  KORANSKY: And how much of the
benefits if the tariffs were elimnated do you fee
woul d go to the consuner?

MR. MANG ONE: There's little doubt that
most of the benefits would go to the consuner,
al though this is a question for the economsts to try
to figure out, and frankly I think -- the real answer
is the marketplace will determ ne. But based on --
and ny witten subm ssion goes into this in sone
detail, and the ITC was extrenely interested in this
subj ect when we appeared before them but there is
conpelling evidence in our sector that when you

elimnate barriers, the consunmer reaps the benefit.
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This is due to the fact that we are -- the footwear
sector is extrenely price conpetitive at retail. More
than half the nmarket is dom nated by the di scount or
mass mar ket sector, Payl ess, Wal -Mart, K-Mart, Target,
t hese ki nds of conpanies, and there is intense price
conpetition.

W also know that when the quotas on
footwear were elimnated in the early eighties, we
went froma fully-regularized regulated nmarket with
gquotas on the nmmjor supply sources, to a conpletely
open market, and prices fell sharply. They actually
went up increnentally as the quota years progressed.
This is all docunented in ny witten subm ssion. And
then once the quota period ended, they fell sharply
and continued to fall after the quotas ended.

Also, we had atariff rulingin our sector
earlier this year -- well, actually it began about two
years ago, but the final ruling came out April of this
year, in conjunction with slippers, where the tariff
was 37% percent for a fabric-upper, rubber outsole
slipper.

The Custons Service decided that if you
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put a fabric outsole on that slipper, very thin fabric
out sol e, you coul d change the classificationto 12-1/2
percent if it's a plastic upper, or a -- not plastic,
well, a synthetic upper, 7-1/2 percent if it's a
cotton upper. This, overnight, the tariffs, because
the whole trade shifted the way they mnmade this
product, from a rubber outsole to a fabric outsole,
virtually overnight, and again, the duties fel
drastically, the inport prices fell drastically, and
the retails fell alnpost in tandemw th the reduction
in duty, and this is again docunented in our witten
subm ssi on

So | think in our sector, and | cannot
speak for other sectors, but in the footwear sector,
| think the evidence is pretty clear, consuners get
nost of the benefit. How nuch, again, depends on the
mar ket pl ace, and it would depend on nmarketing and a
| ot of other factors, but | think that, again, based
on the enpirical evidence, the consuner seens to be
t he principal beneficiary of elimnatingthe barriers.

CHAI RPERSON SURO BRODI E: Thank you very

much, M. Mangi one.
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MR. MANG ONE:  You're wel cone.

CHAI RPERSON SURO- BRODI E: The next wit ness
is M. Charles Brenmer of the Anerican Textile
Manuf acturers Institute.

MR. BREMER I[f 1| may, Madam Chair man.
Good norni ng. My name is Charles Brener. ' m the
Vice President for International Trade of the Anerican
Textil e Manufacturers Institute, whichis the national
trade association of the donestic textile mll
products industry.

ATM is pleased to have this opportunity
to comment on the market access aspects of the Doha
Devel opnent Round for these negotiations afford the
United States the opportunity to right a great w ong.
Put quite sinply, in the previous round of
multilateral trade negotiations, the Uruguay Round,
the United States gave generously in terns of enhanced
mar ket access in the field of textiles and apparel,
but got little in return.

To be sure, there are those who contend
that the United States has not fulfilled its

comm tnment to provide enhanced mar ket access pursuant
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to the terns and conditions of the U uguay Round
Agreenment on Textil es and d ot hi ng, otherw se known as
the ATC. Such clainms are unfounded, as a review of
the relevant data would quickly reveal. From 1994,
the year before the ATC went into effect, to the
present day, U S. inports of textiles and apparel have
soared from17.3 billion square neters equivalent to
an annual rate of 35 billion square neters, an
increase of nearly 18 billion square neters or 102
per cent . If that's not enhanced market access, |
don't know what enhanced mar ket access is.

However, many of the beneficiaries of this
i ncreased access to our market have not returned the
favor, even though the ATC nmandated that they do so.
By mai ntaining high tariffs and a bewi | dering array of
non-tariff barriers, these countries, who consider
international trade in textiles and apparel a one-way
street, have kept the United States and other
countries out of their donmestic market. The attached
chart, titled "Current Market Access Conditions of
Textil es and Apparel ", shows who the of fenders are and

the relative severity of their offenses. The
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obj ective of the Doha Devel opnent Round should be to
bring every country into the | ower |eft-hand quadrant
of the chart, where the United States is.

From the attached chart it is apparent
that large inequities exist in international textile
and apparel trade. These inequities nust not only be
addressed in the Doha Round, they nust be aboli shed.
Before the United States engages in any dial ogue
regarding further enhancing access to its market
through tariff reductions, all nations nust agree to
bring their textile and apparel tariffs down to the
| evel of the United States' and renove, pernmanently,
their non-tariff barriers. Sinply put, the playing
field nmust be | evel before the gane begins.

In order for these objectives to be
attached, negotiations in textile and apparel trade
must be conducted on a sectoral basis. The issues
surroundi ng and defining textile and apparel trade are
so many and so conplex that a specialist approach is
needed. This sinple but powerful truth was recognized
i n the Kennedy, Tokyo and Uruguay rounds, all of which

conducted textile and apparel negotiations in a
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sectoral manner. More than a quarter century of
mul til ateral trade negotiations under the former GATT
used this approach. Now, with so nuch at stake and
the offending countries so intractable, is not the
tinme to abandon it. Mre to the point, the donestic
industry requires a sectoral negotiation lest its
interests be traded off for consideration in other,
unrelated areas as it was in the Uuguay Round.
Equally to the point, countries with closed markets
will try to escape their obligation to renove barriers
by |i nki ng those actions to sonme non-textil e objective
that is clearly unattainable. These |inkages then
becone pretexts for keeping markets cl osed.

Access to foreign markets will be the key
to the future survival of our industry. Today the
US. is the world s sixth |largest exporter of
textiles, but nearly all of these exports go to the
nearby countries with whom we have preferential or
free trade agreenents. WE want that trade to grow,
but we can, given the opportunity, also export to
ot her countries as well.

Anot her essential aim of the Doha Round
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should be the inclusion of strong |anguage in the
final docunent dealing with Custons fraud in textile
and apparel trade. Language at |east as definitive as
that contained in our free trade agreenents and the
| aws aut hori zing our preferential trade agreenents is
necessary.

Finally, the Doha Round should speak
explicitly to the matter of intellectual property
protection for textile and apparel products. Thi s
nmust be dealt with in a forthright manner, not as part
of sonme anorphous understanding on intellectual
property protection, and there nust be no exceptions
allowed. No country can be allowed to pirate textile
or apparel intellectual property. There is no
justification, and there is no excuse for such
behavi or.

In closing, ATM would like to reiterate
our strongly held position that the Doha Round nust
open those markets now cl osed or nearly closed to U. S.
textile exports. At that point only should there be
any consideration of further cuts in U S textile and

apparel tariffs. Thank you.
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CHAI RPERSON SURO BRODI E: Thank you, M.
Bremer. The first question will be asked by USTR

MS. LI SER Thank you very nuch, M.
Brener. Regarding the recent international neeting of
34 i ndustry associ ati ons, we note that representatives
from Bangl adesh, India and Brazil also advocate
liberalization of «closed markets. Do these
associ ations support ATM's negotiating position that
all other nations nust come downto U.S. tariff levels
before the United States nmakes any further reductions
on textiles and apparel ?

MR. BREMER That matter was not di scussed
at that neeting. There was no agreenent, there was no
under st andi ng. However, | would strongly suspect that
sone of themwould have a differing view. They would
not want to do that.

M5. LISER Let nme just follow up. Was
there a general agreenent though that barriers in
countries like India and Brazil, that they agreed or
believed that they too should reduce those barriers?

MR. BREMER: It is ny feeling, and |

cannot speak for the Indians or the Pakistanis or the

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

51

Brazilians, or any other country that keeps its market
closed, it is ny feeling that they woul d be rel uctant
to undertake such action. They are all, and with good
cause, scared to death of China.

M5. LISER So the statenent then, that
t hey supported market |iberalizationinthose sectors,
what do you think that that neans?

MR BREMER. | wll take a very cynica
view, m'am that nmeans we should Iiberalize.
Li beralization for them neans the Unites States,
Eur ope and Japan |iberalize, not them But there was
an anor phous sort of consensus agreenent that there
shoul d be, wi thout specifying particular countries or
regi ons, there should be |iberalized access worl dw de.

M5. LISER. R ght. GCkay.

CHAI RPERSON  SURO- BRODI E: Qur next
question will be posed by the State Departnent.

MR, TORRANCE: M. Brener, how would you
suggest that we try to sell to the |east devel oping
countries, your association's position that tariffs
must be cut to the sane level for all countries

particularly those that may not export much or are
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only conpetitive in a few |lines?

MR. BREMER There are sone |east
devel oped developing countries who do export a
consi derabl e quantity of apparel to the United States.
" mthinking in particul ar of Bangl adesh and Canbodi a
and Viet NAM Qur position, as | stated, is that
their tariffs should be down at our level. W should
all be trading with each other at the sane |evel of
tariff.

How woul d | explain that to then? | would
just say it is a mandate that you bring your tariffs
down, and you start trading wth each other. The
United States is not the only market in the world.
Everybody thinks it is. | want them to trade with
each other, as well as with us, and I want to trade
with them too. We can provide -- ny industry can
provi de many of the fabrics that those nations use to
produce their exports.

As an exanple, the last tine | checked, it
was about five years ago, | nust confess, but the
| ar gest deni mproducer in Indiawas selling 14 and 3/4

ounce, the standard blue jean denim 14 and 3/4 ounce

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

53

per square yard, indigo dye, blue denim for a dollar
a yard nore than our nenbers. But we couldn't sel
into that market because the tariff walls and the non-
tariff barriers were so high, but the largest mll
whi ch owns a very large share of the Indian donestic
market, it was selling the goods for a dollar a yard
nore than we were selling it.

MR,  TORRANCE: If | could just ask a
foll ow-up question. The Doha nmandate acknow edges
t hat devel opi ng countries woul d not have to give ful
reciprocity in tariff reduction negotiations.
Therefore, it seens to ne that we're going to have
quite a sale to nake if we're going to try to persuade
them to give up sonething that they felt that they
achi eved out of the Doha mandate.

MR. BREMER: | would agree with that
assessnent, but again, we feel it's necessary for us
-- and | hate to use this shop one cliche, for the
playing field to be level. |If you're going to charge
me a -- if I'm going to charge you a 12 or a 14
percent tariff, that's what you shoul d charge ne, and

t hese countries who continue to develop their trade,
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selling to the richest markets in the world, the
Uni ted States, Europe and Japan, evenif their tariffs
are | ow, because they are not | arge consuners of these
products, and many of them I|I'mafraid to say, they
don't produce for their donmestic market. This is how
i ndustry got to be as large as it is, or was, | should
say. We serviced our donestic market. They don't
service their donestic markets.

MR. TORRANCE: Thank you.

CHAI RPERSON  SURO- BRODI E: The next
question will be asked by the Departnent of Commerce.

MR. DUNN: Thank you. You said in your
testinmony that your industry requires sectora
negotiations sothat its interests won't be traded off
in other unrelated areas. "' m curious about your
t hought s on what woul d happen i f anot her approach were
taken. For exanple, a conprehensive fornula approach
which would treat all industries the sane.

MR. BREMER | would i nmagi ne we woul d be
agai nst such an approach. | participated as an
advisor form the industry, | formerly worked for a

textile firm | participated in the Kennedy and Tokyo
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and Uruguay Round negoti ations, and in each case, the
tariff cutting on textiles and apparel was handl ed on
a pieceneal basis. Sonme tariffs were not changed

sone were changed dramatically. It was not an across-
t he-board fornmul a-type cut. To be quite candid, there
are sonme products where this industry can live with
tariff cuts, and there are sone we cannot. W are
pl eased, as we did in those previous rounds, to
recomend to the governnent which tariffs can be cut.
| mean, for exanple, in the Uuguay Round, it was with
t he agreenent of all parties concerned, that we could
elimnate our tariff on non-woven fabrics, and we did
in five years. W could agree, and we did, to
elimnate the tariff on silk fabrics, and we did.
This is the kind of approach, as | say, a pieceneal
and specialized approach, that we Dbelieve 1is
necessary.

M5. LISER. |If I could just ask a foll ow
up question. Do you think that a request offer type
of approach as was taken in previous rounds, woul d get
broadly at the range of tariffs in this sector?

MR. BREMER: | think that would be the
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approach we would prefer to see foll owed, request an
of fer.

M5. LI SER. But |'maski ng whet her or not
you t hink that obviously a request offer then narrows
it dowmn to certain things that you can get from
certain countries as opposed to a broader approach
where you may be able to get cuts froma w der range
of countries on a w der range of products. | was
aski ng nore your thoughts about the trade-off in terns
of being able to get a wider range of cuts on a w der
range of products.

MR. BREMER: Well, | trust that when we
talk about tariff cuts we're talking specifically
about Section 11 of the tariff. In other words, |
shoul dn't want to see United States textil e or apparel
tariffs traded off for citrus fruits.

M5. LISER | nmean within the textile and
apparel industry, whether or not we mght be able,
from your point of view, as opposed to request an
offer, where you're just narrowng it on specific
lines with specific countries, whether or not a

br oader approach m ght not get us a w der range of
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cuts froma w der range of countries, many of which
you have stated in your testinmony have barriers
agai nst - -

MR. BREMVER: Qur experience and
observation, to answer your question, is no that is
not an acceptable or would not be a particularly
fruitful approach

M5. LISER  Ckay.

MR. BREMER: If | my make another bad
simle. This business needs to be approached with the
preci sion of a surgeon, not with a shotgun.

M5. VALDES: M. Brener, | have a foll ow
up question. You nentioned that Bangl adesh and Vi et
Nam and Canbodia should |lower their taxes, their
tariff, at our |evel. How we do with Canbodia and
Viet Nam being not a WO nenber? Do you have in
m nd, can you give us sone idea how can we work that
out ?

MR. BREMER | think our approach and our
answer to that question woul d be, we do not reduce any
tariff, any textile apparel tariff, by one tenth of

one percent until all countries, all countries are
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down to our |evel

CHAI RPERSON SURO- BRODI E: W have an
additional question from the International Trade
Comm ssi on.

MR. LEAHY: M. Brener, your testinony has
been to textiles and apparel. You have just brought
up this idea of being surgeons as we approach this.
Do we have nore flexibility if we |ook at appare
separately fromtextiles?

MR. BREMER | woul d expect yes. Tariffs
on apparel products are generally higher than on
textile products, and we do inport, in dollar terns
anyhow, nore apparel than we do textiles. They should
probably be handl ed and consi dered separately.

MR. LEAHY: Coul d we perhaps | ook to nake
greater cuts on -- let's say not make greater cuts,
but have an ability, perhaps, to have reductions in
t he apparel side versus the textile side? Assum ng we
got people to the point that you want. | know what
your starting point is, now |l'mthinking beyond your
starting point. Is there nore flexibility on the

apparel side for U S tariffs to conme down versus the
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textile side.

MR. BREMER | woul d expect the answer is
yes.

MR. LEAHY: Thank you.

CHAI RPERSON SURO- BRODI E: Does t he panel
have any nore questions? Thank you, M. Brener. The
next witnesses are M. M chael Byowi tz, Section of the
I nternational Law and Practice, Chair of the General
Division of the American Bar Association and M.
Abbott B. Lipsky, International O ficer, Section of
Anti trust Law Conmttee of the American Bar
Associ ati on. The panel wll be joined by a
representative fromthe Departnent of Justice. Could
you pl ease introduce yoursel f?

MS. PURCELL: Yes. My nanme is Anne
Purcell, | amw th the Forei gn Conmerce Section of the
Antitrust Division at Justice.

CHAI RPERSON SURO- BRODI E: Thank you. |If
you woul d begin, and I would like to rem nd you that
the testinony should be no nore than about five
m nutes. Thank you.

MR. BYOW TZ: Ckay. My nane is M ke
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Byowitz, and |I'ma partner at Wachtell, Lipton, Rose
& Katz in New York. Wth nme is Tad Li psky who is with
Lat ham & Watkins. D ck Cunningham who is the
chai rman of our joint task force of our two sections,
was initially going to be here today. He's a trade
| awyer at Steptoe & Johnson, but he was unabl e t o make
it.

VWhat we want to do is tal k about a report
that our two sections, in a joint task force,
generated several vyears ago, that we think has
possibly a particular application now that narket
access is becomng an issue on the table. The task
force was conposed of nmany |eading antitrust trade
| awyers, and what we were | ooking for is not to have
the wusual debate about the different disciplines
|l eading to different results, but to see if we could
find coomon ground, and we think that we did.

We in fact generated two papers, one on
mar ket access, which we have submtted and the
prepared testinony summarizes, the other is on
convergence of conpetition |laws, and we have a third

paper, it's alnost ready to be rel eased, on negoti ated
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resol utions on extraordinary trade disputes. | need
to say by way of disclainer that the positions that
are being asserted here today are those of the two
sections of the ABA, but they have not been approved
by the ABA House of Delegates. This is a standard
procedure in the ABA called bl anket authority.

VWat we do is recomend that the U S.
government urge the adoption of an antitrust based
standard to address certain market access barriers.
Now what we're not talking about are governnent-
i nposed barriers. Qur sense in our report indicates
that the trade |l aws do a pretty good job of addressing
those trade |laws and trade agreenents, or in theory
can, and antitrust |aws do not do a particularly good
j ob there.

VWhat our report focuses on is private
mar ket access barriers, and exanpl es of that m ght be
vertical agreenments to exclude foreign suppliers from
mar ket sales of industrial conponents, such as are
al | eged to have exi sted i n Japan, Korea, and I ndonesi a
or vertical or horizontal cartel type arrangenents to

prohi bit purchases of inportant materials, such as
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hi gh-fructose corn sugar.

The trade laws - the trade | awers tel
us, and M. Lipsky and | are both antitrust |awers,
but the trade lawers in our group tell us that the
trade laws are not particularly good at addressing
private market access barriers. In fact, to a
substantial degree, they don't touch the subject at
all, and where they do, they haven't been terribly
effective.

The U.S. antitrust |laws are very good at
attacking private anti-conpetitive conduct when it
occurs in the United States, and for many years now,
the agencies have been |looking at the possible
extraterritorial application of those antitrust | aws,
and there are problens with that. They're unpopul ar
wi th trading partners, and they can be i neffective for
a variety of reasons relating to |lack of personal
jurisdiction, difficulty of getting evidence, and
difficulty of enforcing foreign judgnents. W don't
say in our report that that renedy or approach would
be abandoned, but that sonething el se is needed.

The paraneters of our proposed sol ution,
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and what we thought about in reaching that result, is
that we want to be effective, but we want to be
principled. So we're not -- we do not want to urge
ot her countries to attack conduct that we would not
make ill egal under our own [aws. Qur antitrust |aws,
we think, strike the right balance in terns of being
focused on achi evenent of consuner welfare. They
protect the process of conpetition, not the results.
They don't foredeign any particular results, and they
do inpose within |[imts a survival of the fittest
mentality, and we think that is efficiency-enhancing.

VWat we would like to see is foreign
countries adopt the sanme approach. W think that if
we pursue an approach like this we put the U S
governnment -- the U S. governnent, if it pursued this
approach, would be putting itself in a position of
advocati ng internationally what it practices
donestically, and would be nore effective in that
regard.

What we propose specifically, and this is
laid out in the prepared testinony, is that the U S

government should affirmthe i nportance of addressing
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private anti-conpetitive practices that prevent or
inhibit access by U S. and other conpetitors to
foreign markets, and that this be done by the U S
governnment advocating an international fora that
countries agree to take action against private anti -
conpetitive practices that restrain market access by
foreign conpetitors in ways that substantially | essen
conpetition in the markets wthin that governnment's
jurisdiction. W say that that should be done
consistent wth principles of national treatnent and
for nost favored nation, and that a provision should
be nmde for aggrieved parties to have fair,
t ransparent, and inpartial process for their
conplaints to be heard.

The substantive standard that we're
suggesting is a well-known antitrust standard that's
used in the Clayton Act in a nunber of provisions,
nmost notably in the nerger provision, Section 7 of the
Clayton Act, and what we think it mnmeans is a
meani ngful reduction in conpetition. Wat would have
to be shown in order for a practice to be prohibited

woul d be a neaningful reduction in conpetition over

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

65

what woul d have prevail ed absent the restraint.

We think that would apply in the case of
conduct that the U S. antitrust | aws regards as per se
illegal, price-fixing, bid-rigging, market all ocation
and the like, and we think it would certainly give
ground for an investigation and a possible rule of
reason finding against vertical restraints that deny
a truly superior product, or atruly | owcost producer
mar ket access, when that restraint is adopted by a
firmor firns that have market power, that represent
a substantial part of the market, and have the ability
on their own to restrict output and raise price.

We think that's a tough standard of proof
but a fair one, and we think it's inportant for the
US to advocate today its view of antitrust,
particularly its view of -- its consuner-welfare
oriented view when there are other nodels out there,
particul arly the European Uni on nodel, which sone say
are not based on the sanme considerations, and have
nore of a conponent of fairness to particular
conpetitors, and not nore of the survival of the

fittest nentality that we think leads to efficient
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mar ket s.

We are not nmeking any suggestions about,
at this point, what international fora this issue
shoul d be addressed in, and we are not proposing any
di spute settlenent nechanism International fora is
sonet hi ng, and the Doha Round is sonething, that our
two sections are presently considering, but don't have
a position on at this point. Wth that, | pause and
ask if there are any questions, and thank you.

CHAI RPERSON SURO- BRCDI E: Thank you very
much. The first question will be asked by the
Departnent of Labor.

MR KORANSKY: Good norni ng. Lester

Koransky from the Labor Departnent. | guess two
gquesti ons. The first question would be, these
practices that you want us to negotiate, | guess, at
sonme point. Wuld we have to change any of our
donestic laws to -- if we -- once you start the

negoti ation, all the procedures that we're doing are
basically legal in the U S. you' re proposing?
MR. BYONTZ: | think the beauty of what

we're proposing is we woul d not have to change any of
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our antitrust laws, and that's sonething that was of
substantial concern because, as | indicated, we think
we strike the right bal ance here, and if we were to go
out and try to reach market access barriers in other
countries that we wouldn't prohibit, there would be
pressure on us to change that m x here, donestically.

MR. KORANSKY: |'mjust curious, there's
a -- | should say, US. subsidiaries of foreign
conpanies, they're operating in the US., wuld you
think that could be affected by this particular
proposal . You know, specifically |I'mthinking about
t he Japanese, when they have a nunber of I|ike auto
subsidi ari es here, whether they're doing any type of
activity, like sonetines maybe a keiretsu or sonet hi ng
i ke that.

MR. BYOW TZ: Wll, to sane degree --
well, the U S. subsidiaries of Japanese conpani es are
subject to U S. lawtoday. It's what goes on abroad,
and to the extent that one tries to get jurisdiction
over those practices abroad, one often tries to get
themthrough the U S. subsidiaries. | don't know if

that's responsive to your question.
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MR.  KORANSKY: But as far as you're
concerned it would have no inpact on foreign
subsidiaries -- U S. subsidiaries of foreign conpani es
that are under our |aws al ready?

MR BYOWN TZ: Yes.

MR, KORANSKY: Ckay. Thank you.

CHAI RPERSON  SURO- BRODI E: The next
question is fromthe Departnent of Justice.

M5. PURCELL: M. Byowitz, your testinony
and the report that you submtted, talks about how
it's inportant that any approach we t ake be consi st ent
wth US. antitrust law. | was wondering if you could
gi ve sone exanpl es of the type of private conduct that
we ought to avoid addressing in the trade context
since it may not violate the U S. antitrust |aws.

MR BYOW TZ: Well, | think our report
speaks to a considerable degree about vertical
restraints, which is where a lot of the actionis in
the private anti-conpetitive practices that restrict
mar ket access area. Certainly in the kereitsu-type of
arrangenents, although there is allegedly a little

nore to them than that.
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The concern that we would have is that if
a -- in a purely private situation, if a nunber of
conpanies were to adopt simlar di stribution
practices, and those distribution practices, fromthe
standpoint of each individual one, appear to be
efficiency enhancing, that would not be prohibited
under the antitrust laws for at |east two reasons |
can think of. One, that there woul d be an absence of
mar ket power and the other that there would be a
legitimate business justification for the conduct
anyway.

The uU. S antitrust | aws require
substantial, as you know, proof of concerted action
anong -- if you're got parallel practices, parallel
practices alone are not enough to nake out a
conspiracy, so you would need to have sone evidence
that a group of firnms were doing this that had market
power, or you would have to have sone evi dence -- you
m ght have in a situation where sonebody had | ess t han
30 percent of a market let's say, you mght still be
able to find a problem although it's very hard under

US antitrust law but wunder those circunstances
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you're always |looking at the efficiency-enhancing
rational e but legitimte business justification, and
our report indicates that we have a significant
concern in not chilling the adoption of pro-
conpetitive or efficiency-enhancing conduct.

M5. LI SER | just had a question nore
about where you think it would be best to try to
address sone of the kinds of practices you're talking
about. Cbviously these are hearings today regarding
mar ket access, this is not atariff barrier. | don't
know i f you're suggesting that we, in the course the
non-ag nmar ket access negotiations, | ook at this as one
of the non-tariff barriers or whether your statenent
is really nore suggesting that it be taking up in
conpetition policy talks that may take place i n Doha.
l"mnot really clear nyself.

MR. BYONTZ: Well, as | said, we did not
take a position when we adopted this report, on the
appropriate forumor fora. Wat we would -- and we're
still not in agreenent, we're working on what we t hi nk
about that, there are certainly on the part of the

antitrust bar, of which I'm a nenber, there is
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certainly signi ficant concern about putting
conpetition lawinto the WO at all, and those issues
have to be wei ghed, but what | would say is if there
are -- what we're suggesting is that the principle
that we've adopted i nform your approaches in various
areas, so that if it Dbeconmes <clear that the
negotiations are noving in a certain direction or what
positions we would ask you or urge you to take, it
woul d be consistent with this, that at the end of the
day you not be |ooking for the kinds of things that
ot hers have suggested and that have been described in
the report of result oriented tests. You know, if you
don't get 20 percent of the market, then sonehow or
other that's a per se violation.

We don't believe in that, so we woul d ask
that that conpetition policy informyour judgnent, and
inthat regard, | would just add that thereis athird
class of restraints that we didn't deal with in this
report also, which is what are called hybrid
restraints. | know the | CPAC study that was done by
the Departnent of Justice deals wth them and our

report addresses themto sone degree.
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These are private restraints buttressed by
government action, and in that area, we point out in
our report that the antitrust |aws are an ineffective
remedy because of state action doctrine in the United
States, and anal ogs of that doctrine
for an act of state have a conpul sion doctrines
outside, but that -- that is where, you know,
government -i nposed restraints is an area where the
trade | aws, you know, do apply in varyi ng degrees, and
trade -- you know, antitrust is not going to provide
t he answer for those restraints. Not alone, you still
have to prosecute the private anti-conpetitive
conduct, but if it's adopted by a governnent
thereafter, that has to be gone after, you know, as a
trade renedy, we think

M5. LISER. Okay. Thank you.

CHAI RPERSON SURO BRCDI E: Thank you very
much, gentlenen. The next witness is Robin Lanier,
Executive Director, Consunmer for Wrld Trade.

M5. LANIER  Good norning. Thank you for
having ne. CW's nain objective in appearing before

you today is to urge the United States to seek market
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access negotiations that benefit American consuners.
We feel that it is extrenely inportant to recognize
t hat consuners are an i nportant Anerican constituency
that currently bears the high cost of tariffs and who
will benefit fromtariff elimnation or reductions.

Tariffs are t axes t hat, al t hough
technically paid at the custons borders by inporters,
are ultimately passed on to consuners in the form of
hi gher prices. Although overall average tariffs on
goods entering the United States have been reduced
t hrough nunerous trade rounds to less than four
percent, this national average masks very high tariff
rates that continue to exist on finished consuner
goods, generally and specifically on inports of shoes
and cl ot hi ng.

As a general matter, CM urges the U S.
trade negotiators to give priority consideration in
the Doha round to Wrld Trade Organization -- of the
Wrld Trade Organization to tariff reductions on
fini shed consunmer goods that have tariffs higher than
four percent. More particul arly, CWI'  urges

elimnation or substantial reduction in tariffs of
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apparel and footwear.

Wile the United States has nade sone
progress towards liberalizing in the sectors through
gradual elimnation of apparel quotas, and the
negotiation or enactnment of a series of trade
agreenents and trade preference prograns, the fact
remai ns that effective duty rates charges on shoes and
clothing remain over ten percent, and duties on sone
products, principally those of npbst interest to
wor ki ng cl ass Anerican famlies, can range as high as
20 percent or nore.

According to a recent study by the
Progressive Policy Institute, inports of clothing and
shoes represent 6.7 percent of all goods i nported, but
nearly $8.7 billion or 47 percent of U S. tariffs
collected. Hgh tariffs on clothing and shoes, the
basi c necessities of |ife, also constitute one of the
nost regressive taxes that the United States poses on
its own citizens. These hidden taxes fall heavi est on
those consuners who can least afford to pay them
working famlies with children, who nust devote a

| arger portion of their annual incone to the purchase
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of these products. Moreover, as a general matters,
tariffs on apparel made fromman-nmade fi bers which are
nmore likely to make up the nmarket basket of working
famlies, are significantly higher than those i nposed
on high-end products, such as silk.

CW firmy believes that any tariff
reductions on footwear and wearing apparel wll be
passed on to consuners. Conpetition in the retai
industry is evidenced by the fact that retailers
traditionally show after-tax earnings of only two
percent of sales. Many of the nbst successful retai
chai ns make their profits on volunme and not mark-up,
Sso cutting prices to gain nmarket shares is an
inportant retail strategy, particularly for clothing
and footwear sold in the mass nmarket.

| ndeed, over the past decade, while
overall U S. prices have slowy increased, apparel and
f oot wear prices have actual ly declined. W have every
reason to believe that any reduction in first costs
will therefore imedi ately be passed on to the end-
users, because of retail conpetition and consuner

price sensitivity.
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We fully recogni ze that the united States
usual ly develops its trade negotiation objectives
based on mar ket access needs of our export industries.
We urge you to take a different view when it cones to
apparel and shoes. The issue at hand ought not to be
exclusively export fairness or market access, but
equal |y the fairness of inposing hidden taxes on those
Anericans |l east able to afford them

We woul d urge that the | arger interests of
the United States is served by the elimnation or
significant reduction of these duties, especially
since these duties apparently no |onger protect
significant American industry. |Inport penetration in
apparel and footwear now stand at 90 and 98 percent
respectively. Oher donestic performance indicators
i ncl udi ng declining donestic production |levels, and
donesti c enpl oynent, underscore this point. In fact,
U.S. producers of these products are thensel ves novi ng
productions of f-shore and over the | ast fewyears have
joined with retailers and consuners seeking tariff
reducti ons.

It is true that makers of textiles have
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sought to maintain high tariffs on wearing apparel
Textile nakers seem to think that maintaining these
high tariffs will serve to keep apparel production in
the United States, but the track record seens to
i ndi cate ot herw se.

| ndeed, recent U S. policy appears to
support the accelerated departure of apparel and
footwear production through the negotiation and
enactnent of trade agreenents and trade preference
prograns that provide conplete duty-free access to our
mar kets for footwear or provide sonme limted access
for wearing apparel made fromU.S. fabrics. For this
reason, U. S. high tariff rates and remaini ng quotas
provi de sone advant ages for the beneficiary countries
of these agreenents and prograns.

Wi le U S. consuners al so benefit formthe
reduced i nport prices for wearing apparel and f oot wear
fromthese preferent partner countries, the benefit is
very small in conparison to the benefit that could be
achieved through nmulti-lateral negotiation to reduce
tariffs on products from other parts of the world.

The exi stence of these preference prograns shoul d not
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be wused to avoid additional tariff reductions
negotiated on amulti-lateral basis. These preference
prograns shoul d be seen as one neans to an end, not an
end in thensel ves.

Choosing to elimnate or significantly
reduce tariffs on a product specific -- excuse ne,
reduce tariffs on products of specific interest to
consuners i s not conpletely unprecedented. Duringthe
Uruguay Round, the United States took the bold step of
agreeing to the conplete elimnation of toy tariffs.
These tariffs no |l onger protected significant donestic
production and the elimnation of these duties
provided a significant boon to Anerican famlies.

W t hout question, the United States traded
the elimnation of these tariffs for other countries
reductions of specific interest to U S. as part of
zero-for-zero concession. In the Doha Round, the
United States has the opportunity to do the sane
t hi ng, and achi eve a wi nni ng scenario for conpetitive
U S export industries, as well as mllions of
Aneri can consumners.

We hope U. S. trade negotiators will keep
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in mnd that the ultimate cost of trade barriers is
borne by nearly 280 mllion American consuners, and
t hat these Ameri cans have nuch at stake inthe results
of this round. The Doha negoti ati ons on mar ket access
provi de an i nportant opportunity for U S. negotiators
to achieve not only increased access to foreign
mar kets for U S. exporters, but also a nore open and
conpetitive U S. market for U S. consuners.

CW stands ready to work with you on these
i nportant goal s.

CHAI RPERSON SURO- BRODI E:  Thank you, M.
Lanier. The first question will be asked by USTR

MS. LISER. Thank you very nuch for your
st at enent . W were wondering whether or not your
organi zati on has worked with other consuner groups
internationally, particularly in highly-protected
mar ket s.

IVS. LANI ER: W have had sane
conversations with consuner groups, but not in highly-
protected markets, nostly wth European consuner
groups which by and |arge, support simlar goals as

our own. I|I'mnot actually aware that there are many
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consuner groups in sone of the |east devel oped
countries, because |'mnot sure that they have nuch of
a consunmer market yet in those countries. My own
personal view is that reducing worldwi de tariffs
everywhere hel ps to devel op a consuner market in many
pl aces where it does not now exi st.

MS. LISER. Thank you

CHAI RPERSON  SURO- BRODI E: The second
question will be asked by the Departnent of Commerce.

MR. DUNN: I n your statenent, you indicate
that over the past decade, while overall U S retai
prices have increased, the prices for apparel and
f oot wear have actually declined. | was wondering if
you could expand on that and |let us know what you
t hi nk has contributed to this sort of opposite trends.

M5. LANIER Well, | have sort of answered
that question with a question just for the group. How
many of you have actually shopped at a discount
departnent store in the last ten years, and ny guess
is that you' ve probably shopped nore at a discount
departnment store in the last ten years than you did

perhaps in the previous ten years. W have seen a
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trend in the retail industry of the dom nance, the
grow ng dom nance of the nass market, those retailers
that provide real quality at very low prices, and |
think that has been one of the mmjor trends driving
down the price of all products, but in particular
apparel and footwear, and nmany of these retailers are
t henmsel ves direct inporters, so they' re not dealing a
with m ddl e man supplier as perhaps departnent stores
are nore likely to do, or brand nanme suppliers are
nore likely to do, and i n those circunstances, because
there is no mddle man, those retailers are really
very likely to pass the major portion of any tariff
reduction directly to the consuner. This is the
portion of the U S. retail industry that really relies
upon vol une and not mark-up to nake their profits, and
| think that's evidenced by long-termtrends in the
retail industry where you see that their profits as a
percent of sales remain very |ow, and we have every
reason to believe will continue to remain very | ow
because it's very, very conpetitive. Those particul ar
types of retailers, of course, are very, very

sensitive to price, and so being able to drop your
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price points and provide really extrene value is
really a nethod for success in the marketpl ace.

CHAI RPERSON  SURO- BRODI E: The next
question will be by the Departnent of Labor.

M5. VALDES: Good norning, Ms. Lanier. Do
you have any estimate on the nunber of donestic
manuf acturing jobs that could be created or lost if we
decide to inplenment your proposal ?

M5. LAN ER No, | do not have those
esti mat es. W can try to get them for you in a
separate filing.

CHAI RPERSON SURO- BRCODI E: USTR?

MS. LI SER.  Yes, one question, sort of to
get your thoughts on this. How woul d you wei gh off
the benefits to the types of consuners you were
tal king about, |ow inconme consuners with what we are
told by certain sectors, that many of their workers
are, in fact, low incone people as well, so --

MS. LAN ER: There is clearly a nora
dilemma that you all face in the reality that these
tariffs, particularly on shoes and clothing, are

really affecting some of the very poorest Anericans,
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Ameri can consuners, and by the sane token you hear a
| ot about workers in the apparel sectors and footwear
sectors.

My counter to that is that if we believed
that the tariffs on these products were actually
protecting footwear and apparel jobs, | think that
woul d be a nuch deeper noral dilemma for you all, but
| think the evidence really shows that these tariffs
no | onger -- you know, | think a previous w tness for
the footwear industry pointed out that they're
irrelevant, that they are not protecting jobs, and
that | think we need to further take a | ook at whet her
mai ntaining these tariffs at these very high rates are
likely to continue to protect these jobs.

You' ve heard testinony today fromapparel
manuf act urers who are t hensel ves seeki ng reductions in
apparel tariffs because they are increasingly noving
their production offshore, and I don't think that any
existing tariff barrier is going to stop that trend.
The reality is that the price of these products
overseas i s considerably | ower than we coul d possibly

produce themin the United States.
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Now, that does -- | nmean, | am fully
synpathetic to the workers who are now in those
i ndustries who are likely to |l ose their job over tine,
but I"'mnot sure the tariffs are going to keep those
jobs in the United States, and we m ght do better to
i nvest our noney in retraining those workers for jobs
in conpetitive industries on the export side.

M5. LI SER:. Thank you

CHAI RPERSON SURO BRODI E: Thank you, M.
Lanier. For your followup information, it should be
sent to G Blue at USTR. gov.

M5. LANNER We will do that. Thank you

CHAI RPERSON SURO- BRODI E:  The next wit ness
is M. Frank Vargo, Vice President of the Nationa
Associ ation of Manufacturers. Wl conme M. Vargo.

MR VARGO Thank you. It's a great
pl easure to be here this norning, and even after a
coupl e of years, it feel strange to be on this side of
the table rather than the other side. The NAMis nost
appreciative of the fact this hearing is being held.
It's very inportant, particularly to non-agricultural

mar ket access, at atine whenthe U S. is beginningto
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prepare its paper to table in Geneva. Now indivi dual
i ndustries and associations will be testifying, sothe
NAM is just talking about manufacturing overall as
well as talking on behalf of our zero tariff
coalition, which Mwureen Smith chairs, and when
Maureen testifies this afternoon, I'msure she'll say
alittle bit nore of it as well.

You al ready have a copy of ny statenent.
| just want to add to the statenent that it was
approved at the NAM board of directors |ast week, and
is now the official position of the NAM representing
14, 000 manuf act urers, and substantially al
manufacturing in the United States.

| have only three points to make this
morning. First of all, we feel very strongly that the
Doha Round cannot be considered a success, cannot be
considered a success unless it includes deep and
conprehensive cuts in industrial trade barriers.
Second, we understand that achieving this objective
will be extrenely difficult, and third, we believe
t hat the nost successful way to achi eve the objective

is through what we mght call a formula plus,
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concentrating on sectoral tariff negotiations, but
al so having in the background a forrmula. Let ne just
visit each of these three points briefly.

Certainly we all know that successful
agricultural outcone is absolutely essential or this
round i s goi ng nowhere and can't be a success. But in
addition to agricultural and services, we nust have
substantial cuts in non-agricultural market barriers.
You know, over 80 percent of Anmerica' s experts are
manuf act ured goods, while the agricultural community
wi |l export about 50 billion this year, manufacturers
export close to $50 billion every nonth, and we face
very substantial trade barriers overseas. Not so nuch
inthe formof tariffs with the industrial countries
any nore, but with the developing countries, the
barriers are huge, with the tariff bindings averagi ng
20 percent to 40 percent and even nore. Now, of
course, our tariffs on industrial products or
manuf actures for the nost part, with sone exceptions,
are down around one or two percent. So we don't have
all that nmuch | everage. But the devel opi ng countri es,

these are not inconsequential anynore. Sonme of them
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have very sophisticated manufacturing i ndustries, and
about 55 percent of our total trade deficit is with
the devel oping countries, or at |least with the non-
CECD countries, if | can put it that way, |eaving
China's definition aside.

Now we know this is going to be very
difficult, because we don't have nuch |everage,
because we know that the abound rates for the
devel opi ng countries are frequently tw ce or nore what
the applied rates are. So we're very pessimstic that
a fornmula cut will give us any genui ne mar ket access,
and | can tell you from the NAMs perspective
certainly, an outcone that woul d sinply bind existing
applied rates is not acceptable, and even -- nor, of
course, would it be acceptable to see that we had a
round that sinply dimnished the difference between
applied rates and bound rates. You know, these
tariffs are very inportant to us, and we want themto
conme down in this round, rather than waiting unti
sone future round which could put the actual
reductions off, I don't know, 20 or 30 years or nore.

It'salsoadifficult objectiveto achieve
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because it's clear that for many devel opi ng countries
tariffs are an inportant source of revenue, and it's
difficult for us to turn to them and say, you know,
change your whole tax systemto acconmodate us. So,
the barriers are certainly very serious, but the gane
is avery serious one, and as | said, we do face just
enornous barriers that are retarding a broad range of
Ameri can exports and manuf act ures.

So, as we look at this situation, it's
clear to us that a sectoral approach, the sectora
tariff elimnation or what used to be cal |l ed zero-zero
in the Uuguay Round, is the best way to go. It's al so
clear tous, particularly after having participated in
the recent excellent visit for the ISAC visit to
Geneva and Brussels, it's very cl ear that nobody woul d
support only a sectoral negotiation. There's got to
be a formula as well. Now, we would insist that the
formula begin from applied rates, and we know t hat
that's a very difficult objective to achieve as well,
since negotiations typically have always been from
bound rates.

Now, in -- why we believe a sectoral
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tariff approach is the best? Because it's nore
flexible. Not all the countries have to partici pate,
we just look for a critical mass, and that can be
defi ned differently in ternms of countries
participating in different industry sectors. | t
doesn't have to be the sane group of countries. The
| east devel oped countries, for exanple, could opt not
to participate and this probably woul d not, in al nost
all cases, affect the necessity for acritical mass of
countries, and in those instances in which going to
zero is not possible, then there is the option for
harnmonizing it at a low |evel, although we are
pressing for zero.

Now, we have 24 U.S. industry sectors that
account for over $350 billion of Anerican exports that
are enthusiastic about this concept. W have spoken
wi th the German i ndustry, and whil e enthusiastic is an
over-statenent, this is sonmething they're certainly
wllingtolook at. W nmet with themjust a coupl e of
weeks ago, and are actually going to -- have agreed
that the German I ndustry Association, the BD and the

NAM will seek to have a joint paper with a joint
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position on this.

The paper the Japanese governnent has
tabled already in Geneva, speaks favorably of a zero
tariff approach on a sectoral basis.

The European Trade Association union
UNI SAY views this as an option and also is |ookingto
work nmore closely with the Anerican industry on the
possibility of a joint position.

We are wor ki ng with the Canadi ans as wel |,
and wi Il begin working with sone of the Latin Anerican
i ndustry associations. So we conmend this as being a
nmodal ity that nust be pronoted actively, and we do
believe at the end of the day that to the extent that
we are able to achieve real cuts in applied rates,
it's going to be through this nodality.

Let ne just conclude with a brief word on
non-tariff nmeasures. These are extrenely i nportant as
trade barriers, they're very difficult to get one's
arns around, and there are many risks, of course, in
openi ng up the TBT agreenent, the Technical Barriers
of Trade agreenment, but there m ght be an opportunity

for seeking clarificationor interpretationthat could

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

91

ease sone of the barriers that we face. Thank you

very nmnuch.

CHAI RPERSON SURO- BRCDI E:  Thank you. The
first question wll be asked by the Commerce
Depart nent .

MR. DUNN: Good norning, M. Vargo. In
your testinony vyou nention that the nodality
conbi nati on nust include a request offer approach for
i ndustries whose conplexities cannot be addressed
appropriately by a fornula approach. Can you |et us
know what those industries mght be? Are they any of
t hem possi bly covered under Section 111? How broad
are you tal king?

MR, VARGO | don't think it's all that
broad, but | know, for exanple, that sonme of the auto
industry feel that given their own tariff situation,
that a fornmula cut would not be the right way to go,
and we wanted to meke it plain that we want to
preserve the -- for industries that step forward and
present a good case, that that nodality not be
rejected up front, but we don't see it as the main way

to go. |It's very conplex.
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MR. DUNN:. Thank you.

CHAI RPERSON  SURO- BRODI E: The next
question will be asked by the Departnent of State.

MR,  TORRANCE: M. Vargo, you nade
reference to the fact that devel oping countries claim
that tariffs are a principal source of revenue, and |
was j ust wondering what your views were on how we can
handle this in our negotiations with them what
approach woul d be hel pful, and say | east di sruptive to
t hose countri es.

MR. VARGO That's another reason why we
i ke the sectoral approach, the ability for countries
toopt out. We will be | ooking and wll be turning to
sone governnent agencies for assistance on this, for
data on just how inportant custons revenues are for
i ndi vidual countries, and then we'll have a clearer
i dea then of where this is really a serious problem
and we are hopeful that for the nobst advanced
devel oping countries, it is not that serious a
problem and that we will be able then to nove forward
with them on an approach in individual industry

sectors, but for sone countries, ny guess is that,
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particularly for the | east devel oped countries, tariff
revenues are a very inportant source of overall
custons revenues. But again, you know, generally
speaking, you can take all the |east devel oped
countries, and they would probably add up to two or
three percent of our trade, which is a sad statenent
initself, but nonethel ess, true.

CHAI RPERSON  SURO- BRODI E: The next
questino will be posed by USTR

M5. LISER M. Vargo, you suggest that
taki ng an approach that would be based on having a
critical mass in terns of the sectoral tariff
elimnation approach that you' ve suggested, we
wondered what criteria would be used, or would you
use, in determning whether critical mass had been
reached.

MR. VARGO The industries, and there are
24 of them who have enbraces this so far, have al
decided that it would not be appropriate to |lay out
either a nunber of countries or a percent of trade,
they didn't want to pick 80 percent or 90 percent. It

could very well vary. They're |looking to keep that
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totally open up front, and would urge the U S
governnment to do the sane.

MS. LI SER: | had one other question.
What is your response to those who seem to believe
that a sectoral approach is the way that the U.S. sort
of cherry-picks, it'sonly lookingtoliberalize where
it has market interests, but not interested in
pursui ng things which would be of interest to other
countries, and there seens to be a general view out
there that a sectoral approach does in fact do that.

M5. VALDEZ: Well, there is that view, no
gquestion, and it is a serious obstacle that needs to
be overcone. The best way to overcone it in our view
is to mke a plan that we are |ooking for other
countries, including developing countries, to cone
forward and pose their sectors. That is also a reason
why we have decided to support a fornula approach as
a background if one can conme forward. W suggested a
very anbi tious one, which woul d be a 50 percent cut in
applied rates across the board. Very difficult to
achi eve, but a worthy goal.

Certainly, | was surprised the extent to
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which there was a feeling that this was actually a
ploy on the part of industry to protect certain
Anmeri can sectors and shield themfromthe negoti ati on,
and we don't see it that way at all. W see enbracing
as many industry sectors as possible and we want the
Eur opeans, the Japanese, the devel oping countries to
cone forward with their own, because otherwise it
won' t wor K.

And no matter how you slide this |oaf of
bread, what it all conmes down to is how do you
convi nce t he nore advanced devel opi ng countries, those
in Latin America and in Southeast Asia in particul ar,
who have sophi sticated manufacturing industries, and
very high tariffs, that it is in their interest to
reduce those tariffs?

M5. LISER. And just one |last question to
follow up. Wat would you suggest that we do if in
fact other countries propose sectors that are
difficult for the U S., or sensitive for the U S., and
they say, well, you're proposing that we make cuts in
sectors that are difficult or sensitive for us, and so

t heref ore do you have any t houghts about those who say
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that it mght be the thing that would sink, in fact,
being able to get any agreenment on any sectors?

MR. VARGO Not necessarily, and in fact,
in some sensitive sectors, there is sone discussion,
and |I'm not speaking on behalf of any individual
sector, but in sonme sectors there has been sone
consideration that, you know, if everybody were to go
to zero that m ght not be a bad thing. They woul d not
want an approach in which they went to zero, and if
there's others, maintain high barriers, of course.

M5. LISER. So the possibility then that
we woul d have a whole series of sectors, including
sone that are sensitive for wus, sone that are
sensitive for others, but with the possibility that in
sensitive sectors, if everyone were prepared to go to
zero, then sonehow that woul d garner the support that
we' re tal king about, both donestically and in other
countries as well?

MR VARGO W start off looking at it
that way. O course, you have to | ook at a bal ance
and see how it cones out.

M5. LISER. Okay. Thank you.
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CHAI RPERSON SURO- BRODI E:  The I TC?

MR, LEAHY: Yes, M. Vargo, you pointed
out to us that low tariffs are not always nui sance
tariffs. Has your group put together a list, or wll
they be putting together a list, of tariffs that are
| ow but not nui sance?

MR. VARGO. No. W have a policy staying
away from sector specific issues, but we wll
certainly encourage all of the industries who have so
i nformed us, that they should step forward as soon as
possi bl e. But this was actually the nost
controversial part of our paper, when we circul ated
it, to nenbers of our international accounting policy
commttee, and we were told in no uncertain terns that
you know, we don't necessarily consider a low tariff
a nui sance tariff, so that's why we worded our paper
the way we did, with just highlighting that. But we
will certainly go back to them and encourage themto
| et USTR, on behalf of the U S. governnent, know as
qui ckly as possi bl e.

MR. LEAHY: Thank you.

CHAI RPERSON SURO- BRCDI E: Thank you very
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much, M. Vargo.

Qur next witness is Julia Hughes, Vice
President for International Trade and Governnent
Rel ations of the U S. Association of Inporters of
Textile and Apparel. Wl cone.

M5. HUGHES: Thank you. Thanks for the
opportunity to appear today. As | think you already
know, our nenber conpanies strongly support trade
i beralization, and have -- are strong supporters of
t he Doha devel opnent agenda. You know, since the
beginning of this country, there's been special
protection for the textile and apparel sector.
| ndeed, | often begin speeches with a quote from an
early Secretary of the Treasury, Al exander Ham |t on,
talking about the tenporary protection for this
sector.

Now nost peopl e, unlike you all, would be
surprised that there's been protection for that |ong,
but the length of that special protection actually
makes the acconplishnents of the Uruguay Round even
nore i npressive, and neaningful. For the first tine,

the negotiators from the US. and our trading
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partners, agreed that the internationally sanctioned
systemof special protection for textiles and apparel
woul d be elimnated. W're close to that goal, it's
alnmost two years now, and the quotas wll Dbe
el i m nated on Decenber 31, 2004.

So as this hearingis we're | ooking at the
agenda should be for this new round of negoti ations,
there are very fewrestrictions |eft on manufactured
products, with the exception, as we've talked a |ot
t oday, about high tariffs on consuner products |ike
apparel and footwear.

Now that the U S. has recognized the
i nportance of elimnating the special protection of
guotas, it's tine to turn to one of these remaining
protectioni st areas, and elimnate the hightariffs on
apparel products. After all, as we |ooked at the
data, and a lot of this is in ny witten testinony,
the Uruguay Round process really heightened the
disparity between tariff treatnent for textiles and
apparel and other industrial products, so that when we
| ooked at the GATT study that showed the devel oped

country tariffs on all industrial goods versus
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textiles and apparel in the post-Uruguay Round rates,
the other industrial good rates are 3.8 percent on a
trade wei ghted average, but for textiles and apparel
12.1 percent, so we still have a substantia

disparity. That's why we're asking the Adm ni stration
to support the inclusion of the textile and apparel
sector in the zero-for-zero duty elimnation

This policy wll hel p Aneri can consuners.
These high duties serve as a regressive tax on the
poorest famlies in America. The public policy study
earlier this year by aggressor highlighted the fact
that these duties wunfairly target famlies and
consuners wth the | owest incones.

This policy will also help with US.
gl obal econom c policies. The high duties in these
sectors nean that the highest tariffs are applied to
the products nmade in the very poorest countries.
Through tariff elimnation for apparel products nost
likely to be supplied by devel oping countries, the
Doha devel opnent agenda can address the inequity of
the U S tariff system After all, during 2001, the

United States collected $331 mllion in tariffs on
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$2.4 billion worth of inports from Bangl adesh, while
collecting alnost the sane amount of tariffs on $30
billion worth of products inported from France.

Finally, we believe this policy will also
help to inprove the credibility of the United States
to take the mantle as the leader in the Wrld Trade
Organi zation. Inthe textile and apparel sectors, the
U. S. begins the Doha negotiating process in aslightly
difficult position. Many of our tradi ng partners have
been concerned about the slow inplenentation of the
Uruguay Round agreenents, major textile and apparel
exporting countries pressed for mnor inprovenents in
t he quota phase-out as part of the Doha mnisterial.

The United Sates and the other countries
t hat mai ntai n quotas, Canada and the EU, did not agree
to this proposal. However, the EU initiated a new
program the everything but arnms initiative, and the
Canadi ans announced a new program for preferenti al
prograns for the | east devel oped countries.

But so far the United States has only
proposed preferential prograns for sel ected areas of

the world, and based those prograns predom nantly on
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rules of originthat require the use of U S. yarns and
fabrics. W have no problemtrying to help the U S
manuf acturers, but that is not a substitute for market
access for the | east devel oped countries. After all,
US tariffs on textile and apparel products are high
even when conpared wth our developed country
partners. 1In just one exanple where the United States
has 28.2 percent tariffs on synthetic knit trousers
for wonen and girls, the EU duty rate on conparabl e
products is 12 percent, Japan's is 10.9 percent, and
even Canada's is 18 percent, well belowthe U S. rate.

As the negotiations nove forward, it's
essential that the United States show that we're
wlling to propose aggressive market openi ng
agr eenent s. W need to challenge the rest of the
world to renove their barriers, not just match those
the United States already has in place.

|"dlike to conclude with just a fewwords
about what it is that our nenber conpanies want to
achi eve. Qur goal is for the textile and apparel
sector to be a global business. I nt ernati onal

retailers and brand nane | abel conpanies need to be
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able to sell their products all over the world w t hout
protectionist policies. W want to be able to
manuf acture a T-shirt in Honduras using U.S. yarns and
fabrics, and match it up with a pair of cotton pants
made in Turkey and sell that conmbination in stores in
Washi ngton, in Shanghai, in Paris, and in New Del hi.

W know it won't be easy to get out
trading partners to agree to elimnate their tariffs
or their non-tariff barriers, but we think we need to
begin trying now. That neans zero tariffs, no nore
crazy rules of origin that treat cotton pillow cases
different than man-nmade fiber pillow cases, and no
nmore restrictions on distribution systens or on new
retail establishnents, which are sone of the favorite
non-tariff barriers by our trading partners. So thank
you for the opportunity to appear today and present
our views, and | look forward to answering any
guesti ons.

CHAI RPERSON SURO BRODI E: Thank you, M.
Hughes. The first question wll be asked by the
Comrer ce Departnent.

MR, DUNN: Thank vyou. Good afternoon.
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Your testinony touches on what you characterize as the
regressive nature of the U S. tariff structure wth
respect to textile and apparel products. |'mcurious,
has your organi zati on done any studi es, or do you have
evidence that shows that previous U S tariff
reductions in this area have been passed on to
consuners?

M5. HUGHES: We haven't actually done
studi es that focused specifically on that, although we
have | ooked at the overall tariff policies. It's been
a little bit difficult to track because the tariff
reductions in our sector, as was discussed earlier,
have been really focused. During the U uguay Round
nmost of the major tariff reductions were either on
products not nmade in the United States like the silk
products, or they were made on products where the
dom nant trading partners were the European Union or
sonme of our other devel oped country tradi ng partners.
However, |'m happy to go back and take a | ook at that
and see if we could provide any information if the
Comm ttee would |ike that.

MR. DUNN. Thank you.
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CHAI RPERSON SURO- BRODI E:  Coul d you send
that information to doria Blue?

M5. HUGHES: Exactly.

CHAI RPERSON SURO- BRCODI E:  Thank you. The
next question is by the Departnment of Labor.

MR, KORANSKY: Good afternoon. Lester
Koranzky fromlLabor. Just -- | think another research
gquestion is, has your organization done any studies
about anount of jobs that would be created or
elimnated if all these proposals did happen? Just
curious about that. Thank you.

M5. HUGHES: | have to admt once again,
we haven't done any studies that have focused on
donesti c enpl oynent in awhil e, and what we have nmainly
| ooked at in the past is the shift that we see is that
the jobs that would be created in the United States
are going to be in the distribution area, in the
mar keti ng area, not in manufacturing areas. | know
t hat we have sone studies that are alittle bit dusty,
so we'll be happy to take a | ook at those and see if
we coul d perhaps update that.

MR. KORANSKY: Thank you very nuch.
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CHAI RPERSON SURO BRCDI E:  The Depart nent
of State will ask the next question.

MR. TORRANCE: Yes. Do you have any idea
what the production of apparel tariffs would have on
countries with whomwe have preference prograns, such
as the Cari bbean Basi n, AGOA, NAFTA, in conparison say
tothose inports for other countries, especially Asian
countries?

MS. HUGHES: It's interesting, what we
have found is that when we | ooked at Mexico, | would
say that the elimnation of the quotas as part of
NAFTA, that definitely had a trenendous inpact on
driving business to Mexico, but then in some of the
other preference prograns which are pretty rigidly
defined of what products qualify, it isn't really the
duty advantage that always is driving the increase in
business in the region, so that in the CBI region, and
| know Steve nentioned this earlier, we see a |ot of
our nenber conpanies that are doing nore business
close to hone for reasons of just in tinme delivery,
and t he devel opnent in the | ocal industry based on the

preference program and the assenbly operations hel ps
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to give nore workers who are nore qualified to work on
apparel products, but actually the duty preference
prograns aren't necessarily the driving force, so we
have felt that we're not going to be underm ning the
U.S. policy that has been devel oped to help certain
regi ons and certain countries, by eventually going for
zero-for-zero.

VWat's nore likely to create the
di sruption if we're not taking the whole world to
zero-for-zero will be the quota elimnation in 2005.
There is no precedent for what wll happen. | nean,
we' ve had protection for so | ong, and we' ve had quot as
since the sixties in place, so | think that's the
maj or change that we see in our industry and that's
why we're focused on let's nove the whole world to the
next part of negotiations. Let's start talking about
duty el im nation now because we' re goi ng to go through
sone trenendous changes in just a few years.

CHAI RPERSON SURO- BRODI E: W have an
addi tional question by the ITC

MR LEAHY: Yes, Ms. Hughes. I n your

witten testinony you tal k about rules of origin, and
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the change that took place in the post-U uguay Round
era. Wuld an outcone that took wus back to
substantial transformation, would that be acceptable
to your organi zation, or is there sone ot her approach?

M5. HUGHES: Well, at this point, you
know, whet her we go back to substantial transformation
or whether we go to sinply the |ast substantial
manuf acturing process that is done, the |awers may
not totally agree with nme, but in sonme ways it isn't
necessarily which one we go to but that we go to a
rule that is across the board, that we don't have the
rule differ for different types of products, or for
different fibers for different types of products, that
we have a harnonized rule, and that we try to
har noni ze theminternationally.

One of the biggest problens for our
conpanies is theinability to |logically make sure that
you are living up to your |egal requirenents when the
rul es are different in different pref erence
agreenents, and the rules are different for different
types of products, so we really want to harnoni ze, and

the rules are different if you're manufacturing in
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Honduras but you're shipping to the EU, and the rules
are different if you're shipping to Canada so that's
why -- | nmean, we talked a bit and there is concernin
the international negotiations because of what the
US didin the nineties. There's that point. But
our real goal is, we need the internationa
har noni zation so that we can actually go back to --
let's tal k about doing business as the barriers are
going away Wi th the quot as.

M5. LISER:  Just one foll ow up question.
For those who have said to us that the barriers for
textil es and apparel are higher both onthe tariff and
the non-tariff side in other countries, and that
before we tal k about what should be done on the U. S.
end that we really need to get those countries to
significantly reduce those barriers, perhaps even
bringing them equal to our here, what does your
organi zation say in response to that?

M5. HUGHES: | have to say that if we want
to talk about a level playing field, then we think
let's go for zero-for-zero, let's be aggressive and

let's go for atruly level playing field. To say that
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the rest of the world that has a rate hi gher than ours
should sone into ours, but we have major countries
that have rates lower than ours. | don't think that
that makes a | ot of sense, that the U S. rates, which
are high, should be the standard.

We would nuch rather say, you're right,
let's challenge the devel oping country to elimnate
their barriers, but the logical placetogois to zero
barriers. The U S. industries conpetitive, there are
conpetitive sectors in many countries, and let's have
real gl obal conpetition instead of picking a md-|evel
point of for some reason the U S. rates would be the

best rates for the rest of the world. Does that nean

Europe gets to increase their rates? | don't think
so. | thinkit'sreally better if we go for zero-for-
zero.

MS. LISER. Thank you

CHAI RPERSON SURO- BRCDI E: Thank you, M.
Hughes. The next witness i s Robert Hei ne, Chairnman of
t he Market Access Team for the Anerican Chem cal --
Chem stry Council .

MR. HEINE: Thank you. Good afternoon
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M/ nanme is Bob Heine, and |[|I'm D rector of
I nternational Trade and I nvestnent at DuPont. | al so
serve as Chairman of the Anerican chem stry Council's
Mar ket Access Team and in that capacity | appear
before you this norning to descri be our market access
proposal , which we urge be incorporated into the U. S.
negoti ati ng positi on on non-agricul tural market access
-- the non-agricultural market access portions of the
Doha Devel opnent Agenda. The Anerican Chem stry
Council represents the |eading conpanies engaged in
t he busi ness of chem stry and over 90 percent of the
productive capacity for basic industrial chemcals in
the United States.

The ACC s goal in the Doha Devel opnent
Agenda is the worldwde elimnation of chem cal
tariffs in Harnoni zed Schedul e chapters 28 t hr ough 39.
The U.S. chem cal industry today is facing an array of
conpetitive chall enges. Neverthel ess, our industryis
convinced that international trade, through i ncreased
access to export markets around the world, offers us
opportunities for growh that wll help return our

sect or to its r obust econoni ¢ per f or mance.

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

112

Multilateral trade liberalization is a strategy for
success for our sector, hence our interest in the Doha
Devel opnent Agenda.

We al so believe that elimnating chem cal
tariffs is a strategy for success for many other
sectors. Chemcals are key basic inputs into nearly
every area of production from agriculture to
manuf acturing, and we strongly believe that chem cal
tariff liberalization is a win-win opportunity that
has direct and dynamc ripple effects across nany
areas of econom c activity by allow ng producers in a
wi de range of sectors to reduce production costs and
i ncrease conpetitiveness and productivity. These
ef fects are perhaps even nore applicable to small and
medi um si zed i ndustries and in devel opi ng countries,
which are especially heavily dependent ton outside
suppliers to provide their manufacturing i nputs. Cost
reductions on these inputs can nean big savings for
smal | conpanies and increased econom c activity for
devel opi ng countri es.

The U.S. business of chemstry is a $460

billion enterprise and it's a key elenent in our
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country's econony. It's our nation's |argest
exporter, with over $80 billion in exports in 2001,
accounting for ten cents out of every dollar of U S.
exports. These exports, however, have gone |argely to
very mature economes, nostly in Europe and Asia.
Devel opi ng countries, on the other hand, have a per
capita chem cal consunption of only one-sixth that of
the U S., and they represent a significant potenti al
growh market for the US. chemcal industry.
Unfortunately, these devel oping country markets have
sone of the very highest average tariff rates around
on chem cal s.

The U.S. chem cal industry was subject to
tariffs of alnmost $4 billion on its export shipnents
in 2001, and while that represents an average tariff
wei ghted -- average trade-weighted tariff for our
i ndustry of only 4.9 percent, the attached charts on
my submi ssion indicate the tariff rates and tariff
paynments on chem cal s anong U. S. tradi ng partners vary
froman average of alittle over one percent to the EU
to over 63 percent for India.

Access to new and expanding foreign
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mar kets, especially in developing countries, 1is
essential for the continued grow h and conpetitiveness
of the U S. chemcal industry. for this reason, the
ACC has | ong been a strong supporter of nmultilateral
trade liberalization through the WO The Doha
Devel opnent Agenda provides a tinely opportunity to
address the new market access challenges for this
industry wth the achievenent of -- wth the
elimnation of chem cal tariffs worldw de.

ACC provi ded a detai | ed expl anati on of our
tariff elimnating proposal in a submssion to this
committee, to the Trade Policy Staff Commttee on May
1, 2002. Wile |l don't want to repeat all the details
here today, I'd like to stress the major elenents:
broad country coverage, flexibility in staging, and
addressing non-tariff barriers.

On broad country coverage, we recognize
that traditionally tariff offers have been nade
unilaterally by individual WO nenbers, and are
applied on an M-N basis. W are proposing the
elimnation of chemcal tariffs be part of the WO s

si ngl e undertaking. As explained above, there is a
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wi de range of benefits to many sectors and countries
formthe elimnation of chemcal tariffs, and we feel
that the Doha Devel opnment Agenda will be enhanced by
such a broad proposal.

ON flexibility, to allow for Dbroad
participation in chemcal tariff elimnation, the ACC
supports the maximumflexibility in staging in order
t o accommbdat e devel opi ng countries, which nay need to
use asymmetrical staging approaches. W recogni ze
that nore time is often needed for sonme producers to
adjust to the reduction of high tariffs, and we're
willing to accept different stating for each nenber's
chem cal tariff schedule to ensure conplete chem ca
product coverage and the eventual elimnation of al
chemcal tariffs.

At the sanme tine, the ACC insists that
stagi ng should result in progressive tariff reductions
and avoid tariff plateaus with sharp drops at the end
of the staging period. Mreover, tariff elimnation
should be front-loaded, so that all high-value
chemcal trade is not shielded from liberalization

until the final period of the tariff elimnation
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schedul e.

I n our May subm ssion, the ACC offered an
80-15-5 formula, whichis outline in Attachnent 2, as
one of many possible formul ati ons that coul d achi eve
our goal of chemcal tariff elimnation.

On addressing non-tariff neasures, we
believe that in order for our tariff elimnation
proposal to be neaningful, and to result in a -- and
torealize the dynam c effects of such |iberalization,
it's absolutely essential to address non-tariff
nmeasures affecting chem cal products. Exanpl es of
non-tariff neasures that are of concern to the
chem cal industry include, but are not limted to,
i nport |icensing, quotas, trigger price nechani sns and
di scrim natory standards.

The ACCis in the process of identifying,
on a specific product basis, wherever possible, the
non-tariff nmeasures that affect the trade i n which our
menber conpanies are engaged. W will keep the U. S.
mar ket access negotiators inforned of the results of
this effort.

AS a final not e, [ would Ilike to
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underscore that chemcal tariff elimnation is an
international goal that is supported by a group of
associ ations that are banded together and are called
the I nternational Council of Chem cal Associ ations, or
the |1 CCA whose nenber associations represent the
chem cal industries of the U S., Europe, Canada,
Mexi co, Argentina, Brazil, Uruguay, Japan, Australia,
and New Zeal and. W are hopeful that this goal can be
achieved in the current round of WO negoti ati ons.

On behalf of the ACC, | appreciate the
opportunity to present these views, and | would be
happy to answer any questions you nmay have.

CHAI RPERSON SURO BRODI E: Thank you, M.
Heine. The first question will be posed by USTR

MS. LI SER. Just a question regarding the
-- you nentioned that a nunber of the devel oping
countries still had very high tariffs in the chem ca
sector. On the other hand you al so have a focus in
your proposal on tariffs below five percent. What
woul d you say would be nore inportant in terns of the
anount of trade that would be covered between those

two, addressing the very high tariffs in the
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devel opi ng countries, and elimnating the lowtariffs
bel ow five percent, and what would you say about an
approach that would try to link the two, that those
who had the very low tariffs on chemcals, not
necessarily elimnate them right away until sone
novenent was shown or progress shown on the higher
tariffs?

MR HEI NE: It's -- 1 think we need to
focus on both. If you |l ook at where the noney is, the
bulk of the tariffs -- the bulk of the tariff costs
follow the bulk of the trade, which tend to be
countries with reasonably low tariffs, and clearly
there are savings to be found there. Unfortunately,
the markets in those economes are not grow ng
terribly rapidly for our products.

Chem cal growth tends tolag GNP growh in
devel oped countries, and so our industry's grow ng
sl ower than the GNP in Europe, Japan and the United
States. Chem cal growth grows nuch faster than GNP in
devel oping countries, and yet it's those very
devel oping countries that have the very high tariff

rates that essentially prevent trade in chem cals, and
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because we are such a basic i ndustry to manufacturing,
we feel that it's wvitally inportant for these
devel oping countries to address their high chem cal
tariffs. Until they do, the cost of making virtually
anything in those economes is going to be
di sproportionately high, because their input costs are
going to be substantially higher than they would be

for any country that they woul d hope to try to conpete

with.

Interns of trying to stage the process so
that we delay the tariff -- the elimnation of very
low tariffs until we get some progress on high

tariffs, it would be nice to be able to have our cake
and eat it too. Eli mnation of nuisance tariffs
clearly woul d save us a substantial anount of noney,
but it cannot, as | tried to point out in ny earlier
comments, be a substitute for the ultimate elimnation
of tariffs across the board.

We're prepared to be quite flexible on
staging, but the devel oping countries nust address
their high tariffs on chem cals.

MS. LI SER: So both are inportant but
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they're not a trade-off for each other?

MR HEINE: Exactly.

M5. LI SER: Thank you

CHAI RPERSON  SURO- BRODI E: The next
guestion by the Departnent of Commerce.

MR. DUNN: Thank you. You've put together
an elimnation proposal that takes an 80-15-5
approach, and you' ve al so expressed your wllingness
to be flexible with devel oping countries staging, do
you see that as followng the sane 80-15-5 approach
and changi ng the years, or mxing up the percentages
wi t hi n?

MR. HEINE: The 80-15-5 approach should
al | ow devel opi ng countries the flexibility they need,
because it would allow them to put different -- in
ot her words, we're not saying that the sanme 80 percent
has to be in front-|oaded for every country. Different
countries would have different chemcal lineitens in
their 80-15-5 approach.

In fact when you |ook at the chem ca
tariff schedules for nost countries, for many

countries they're rates are already zero for an
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enornous nunber of line itenms, and so they should
really have virtually no trouble at all to neet the
first set of goals in the 80 percent range of that,
and by allow ng themto stage the other reductions, |
think hopefully they would have the flexibility to
join in this conprehensive approach.

MR. DUNN: Just a quick followup. Are
there sectors of the American chem cal industry that
you t hi nk woul d seek prol onged stagi ng or pretty nuch
nmovi ng | ock step.

MR.  HEI NE: I would imagine that there
woul d be sectors of the industry that would |i ke to be
in the final stage, but we have not addressed that in
our subm ssion. We would | eave that to the individual
conpany nenbers to alert you to which line itens they
would like to hold off on. But that said, we also
don't want the reductions to be del ayed. W want
progress to be made. We're talking progress to be
made continuously. W were talking not in ternms of
all the progress being delayed until certain stages,
but that the staging be continuous so that you had a

variety of glide paths all |eading down to zero, but
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sone of those glide paths would cone down by 2010,
others would take until 2015, and finally 2020, but
for all of those categories, reductions would be
conti nuous along the tine schedul e.

MS. LI SER And the fact that every
country woul d abl e to choose which tariff lines it put
inin which stage, is not a concern, the fact that,
guess, everyone ends up at zero by 2020 woul d bal ance
of f against the fact that you nay not have conparabl e
cuts in conparable areas anobng -- across all the
countries?

MR. HEINE: Exactly. Exactly. W'd be
willing to see that kind of diversity wth the
understanding that ultimtely everyone goes to zero.

M5. LISER. Okay. Thank you.

CHAI RPERSON  SURO- BRODI E: The | ast
question by the Departnent of Labor.

MR.  KORANSKY: | just have a couple of
qui ck questions. First one, | guess in your testinony
you nentioned that you were working on identifying
non-tariff barriers, and how it's affecting your

conpani es, and wonderi ng when t hat woul d be avai | abl e,
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the lists, if you could provide the governnent maybe?

MR HEINE: W will get it to you as soon
as we can. One of the non-tariff barriers that we
have identified, through the process of the chem cal
di al ogue within the APEC process, is the potential
trade distorting effects of the EU white paper. So
these are essentially regulatory itenms that have
particularly disproportionate effects on trade and
chem cal s.

MR. KORANSKY: The other question is, a
coupl e of other people have testified today about, if
you coul d provide us like with the anobunt of jobs you
think that could be <created when the Dbarriers
wor | dwi de were com ng down would really be hel pful,
for anal ysis.

MR. HEINE: We woul d be happy to do that.

CHAI RPERSON SURGC- BRCDI E: If you could
send that study to Goria Blue, that would be a great
hel p.

MR. HEI NE: Thank you.

CHAI RPERSON SURO BRODI E: Thank you very

much, M. Hei ne.
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MR. HEINE: You' re wel cone.

CHAI RPERSON SURO- BRODI E: Qur next wit ness
is Jane Earley of the National Fisheries Institute.

MS. EARLEY: Hi. Good norning. |'maware
that 1'msitting between you and lunch, and I'Il try
and be brief.

The National Fisheries Institute is a
trade association that represents conpanies in the
U S fish and seafood industry |located all over the
US W are a water to table organization, with --
that includes vessel operators, fish farnmers and
everyone who supplies them processors, inporters,
exporters, distributors, retailers and restaurants.

We previously submtted to the Ofice of
the U S. Trade Representative on April 30th, our
summary of general concerns and negoti ati ng obj ectives
and on August 20th we also submtted sone specific
tariff objectives and concerns about the negotiating
process to date.

These remar ks al so address sone of those,
and al so nodalities of tariff and non-tariff issues in

greater specificity, and also address the issue of
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fishery subsidies currently taking place in the rules
comm ttee.

Fish and seafood products are anong the
nost heavily traded commobdities in the world, and
there is increased worldwide attention to this
resource. The U.S. is a net inporter, and those
statistics have increased rather dramatically in
recent years. However, several of our fisheries are
inportant exporters, and they provide inportant
benefits in ternms of revenue and jobs to the industry,
particularly in sonewhat depressed rural areas. Even
though the U S. has low tariffs, processing and
transshi pnment in or through countries that do have
high tariffs nmean i ncreased costs for U. S. consuners,
distorted trade in the sector, and substantial
transport and quality problens. U S. seafood
consunptionisrising, asistheratioof US. inports
to exports, and a |level playing field wll, in the
I ong run, benefit all of the players in this sector.
This is a sector where trade has to be economcally
viable as well as environnental ly sustai nabl e.

The Doha Devel opnent Agenda is an
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i nportant opportunity to address these tariff and non-
tariff issues, and we think the nodalities it chooses
will be very inportant to the prospects for success.

The National Fisheries institute strongly
supports a sectoral approach to liberalization of
trade in the sector. Fish and seafood products
account for a significant share of export earnings for
devel opi ng countries, and both the industry and the
resources wll benefit from a nore transparent and
| ess distorted market regine. Additionally, we think
that a sectoral approach wll best realize the
benefits of reciprocal tariff elimnation, whichwould
be a necessary precondition for the renoval of our
already low tariffs.

Few sectors, we think, are nore deserving
of sectoral treatnent in this round than the fish and
seaf ood products sector. A sectoral approach was
tried, and failed in the Uruguay Round, wth the
result that average tariff reductions in the sector in
the round were lower than for other industrial
products. The sector is also characterized by sone

very hi gh bound and applied tariff rates, particularly
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in developing countries, and high tariffs in sone
devel oped countries for sone products, particular
process products. W also have sone sensitive
tariffs, for whi ch we woul d want speci al
consi derati on, however, we woul d support reduction or
elimnation of themif reciprocity is fully achieved.

Now, in 1998, APEC econom es approved a
sectoral agreenent in the fish and seafood products
sector. It would have reduced tariffs to zero by
2009. This agreenent was part of the Accelerated
Tariff Liberalization proposal introduced into the
1999 Seattle WO Mnisterial meeting. W think it
could serve as the basis for a Doha result.
Additionally, subsidies in this sector are currently
under discussion in the rules commttee pursuant to
the Doha M nisterial Mandate, and therefore we think
it is quite apparent that the sector experiences
significant trade distortion and that it should be
addressed on a sectoral basis.

Therefore, we support the approach to
nmodal ities taken by the Zero Tariff Coalition. W

believe that these should enpl oy several approaches,
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no single approach is best for al industries, but we
think that this should include provision for sectoral
tariff elimnation wherever there is a critical mass
of support to do so, and we | ook to the APEC and ATL
initiatives as evidence of an energing critical nass,
and think that a sectoral approach should be applied
as soon as possible, possibly prior to the concl usion
of the Round.

Now, in the event that there is no
consensus to do this, we would support a formula
approach to reduce all tariffs in the sector by a
percentage, but bound rates in this sector are very
high in sone countries and therefore, we would
advocat e aggressi ve reductions fromapplied rates, if
possible, to get neaningful reductions. W have
attached to our testinony a chart that has sonme of the
bound rates on it in the sector.

W are very concerned about t he
proliferation of non-tariff barriers in the sector,
and we would like to see non-tariff barriers both
quantified and addressed in this exercise. W can

give you several exanples of them things from --
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rangi ng from nonmencl ature regulations |i ke those the
EU mai ntains on sardines, to Japan's quotas on fish
and seafood products. W think these things can be
addressed, and shoul d be addressed, via existing WO
rul es so that present texts don't need to be reopened,
and that a request-offer procedure could be the basis
for this negotiation.

And finally, we would |i ke to address the
subsi di es issue. This discussion is nowtaking place
inthe rules commttee. W think this wll be a very
conpl ex and sensitive discussion, and if the right
approach is taken, it could yield very positive
results. However, we would like to proceed with
caution. Qur fishery prograns have a legitimate role
i n addressi ng fundanental needs of enterprises, often
smal | enterprises, inthis eryrisk-chall enged sector.

Therefore, we urge that the WTOwor k f ocus
primarily on those subsi di es that have a direct effect
on pronoting overcapacity. W would like the WO
first to identify those subsidies, then once
identified, we would urge that the WO agreenent to

reduce or elimnate them be based on a quantifiable
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met hodol ogy. Thi s approach woul d address the overal
magni tude of subsidies to the sector provided by a
handful of countries.

We also urge that an ultimte agreenent
explicitly recognize that assistance to the fishing
sector that's ainmed at pronoting capacity cl osure has
to be retained. W would suggest that |ike capacity
reduction progranms in other sectors, it has to be
carefully circunscribed, specifically focused on
capacity reduction, and also facilitate worker
adj ustnment and cover other incidental social and
envi ronment al costs.

In the subsidies' effort, we believe that
it is essential that the WO find ways to cooperate
wi th the food and agricul ture organi zati on of the U. N
The fisheries sector is very small in terns of net
revenue, but it is very conplex and diverse, and FAO
has the acknow edged expertise necessary to identify
overcapacity in this sector. At present, FAOreports
internms of fisheries that only 18 percent of gl obal
fisheries are over-exploited, about ten percent

depl eted, and many of these are slowy recovering.
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And finally, we would like to thank you
for the opportunity to testify. We appreciate the
responsi veness of USTR to date to our concerns, and
we're aware that the trade agenda is a very full one,
but we hope to work closely with you in the com ng
nmont hs to fashion a nodal ities approach and to achi eve
real tariff reduction in the sector.

We' Il be supplying other material to you.
In particular, sone industry subsector profiles that
will illustrate some of our non-tariff barriers and
our tariff concerns. Thank you.

CHAI RPERSON SURC- BRCODI E: Thanks you, M.
Earl ey. The first question wll be asked by the
Departnent of State.

MR. TORRANCE: Yes, Ms. Earley. Sonme WO
menbers have suggested that the fisheries sector
should be |ooked at separately and that tariff
reductions shoul d take i nto consideration the stock of
specific fish subsidies. How woul d you respond to
this? Excuse ne, the stock of specific fish species.

MS. EARLEY: There hasn't been any broad-

based study of the environnental effects of tariff
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reduction in this sector. However, we would expect
that should such a study be done, its conclusions
woul d probably be simlar to the APEC study done on
the forestry sector. That study found that there
woul d be sone di sadvant ages and sone advant ages to t he
resource, but that overall the effects would probably
bal ance out. W suspect that the sanme sorts of
results would be attained here, but as | said, no
speci fic study has been done.

CHAI RPERSON SURO- BRODI E:  Next questionis
by the Departnent of Labor.

MR.  KORANSKY: Good afternoon. Just a
coupl e of quick questions which | asked other people
before. If you could find some enploynent data, the
i npact of your proposal, wll it be positive or
negative toward workers, and also | guess include,
with costs involved, is -- you know, if you elimnate
barriers in the U S how nuch that affect prices and
how nmuch woul d benefit the consuner in the U S wth
your proposal ? Thank you.

MS. EARLEY: We'll be happy to try and

provi de that data.
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CHAI RPERSON  SURO- BRODI E: The | ast
gquestion, USTR

MS. LI SER H , how are you. W were
wondering, what is the ideal percentage that you
referred to in your paper in terms of a fornula
approach for the fisheries sector, and how would it
differ if the negotiations ended up starting from
bound rates, but we achieve consensus to elimnate
fish tariffs at the end of the day?

M5. EARLEY: Well, first, elimnation of
fish tariffs at the end of the day is a very good
obj ective, and we woul d approve of that regardl ess of
how it's done. W think that a sectoral approach
woul d be the nobst obvious one to use since it's
al ready gotten support frommany devel opi ng countri es.
Now, goi ng down frombound rates, we're tal ki ng about
going down from sone 80 and 90 percent rates, so it
would have to be awfully anbitious, and we think
that's probably a nore difficult route to take.

M5. LISER. And the ideal percentage that
you would propose if there were a fornul a-based

approach to the fisheries sector? Do you have any --
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MS. EARLEY: well, if the ultimte
objective is zero, |'d suggest probably if one were to
do it in several troches, that the first cut would
have to be at |east 50 percent.

M5. LI SER. Ckay, thank you.

CHAI RPERSON SURO BRODI E: Thank you, M.
Earley. The next witness is TimRi chards fromGeneral
Electric, who will be testifying on behalf of the
National Electrical Mnufacturers Association.

MR. RI CHARDS: Thank you very much. It's
a pleasure to be here. A pleasure to be representing
the National Electrical Mnufacturers Association,
which represents the interests of U S. electrica
i ndustry manufacturers, and NEMA nenbers have annual
sal es which exceed $100 billion in value. NENVA
menbers, the vast majority of whomare smal | -t o-nedi um
si zed businesses, very nuch want to increase their
i nternational sales, and for that reason they strongly
support trade liberalization in the Doha Devel opnent
Agenda. NEVMA has five priorities for this WO
negotiating round, and these are quickly, tariff

el i m nation, ener gy services i beralization,
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gover nment procurenent, and particularly the i ssue of
transparency in governnment procurenent, technical
barriers to trade, and finally, the limtation of the
use of nutual recognition agreenments to only
appropriate situations.

|"d |ike to go through each of these five
areas in slightly nore detail, and of course, our
witten subm ssion provides still further detail on
each of these areas.

First, wthregardto tariff elimnation,
the worldwide elimnation of tariffs o electrical
products, includi ng nedi cal equi pnment, is a basi c NEMA
goal . We therefore urge the U S. to pursue tariff
elimnation for electrical products in all fora,
i ncl udi ng the Doha Agenda. WO nenbers shoul d agree
toelimnate tariffs on electrical products as soon as
possi bl e, preferably on an early provisional basis
that can then later be bound into the new round's
final concluding agreenent. Consi derabl e work has
al ready been done on electrical goods, on energy
products, on nedical equipnment, on environnental

products, in other fora, and at other tinmes, and NEMA

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

136

supports tariff elimnation in all of these sectors,
all of which include NEMA products, and we're worKking
to build support for our international counterparts
for this objective.

Wth regard to nedical equipnent in
particular, there was a Uruguay Round zero-for-zero
agreenent toelimnate tariffs and as a result of that
agreenent, world trade in these products has i ncreased
dramatically, and U. S. exports of these products have
increased dramatically, but unfortunately, many
countries did not sign on to that Uruguay Round
agreenent, and noreover, sone critical nedical device
parts and conponents were not included in the
agreenent . We therefore, support both product and
country expansion of the coverage of the nedical
devi ce agreenent in the course of these negoti ations.

NEVA further urges the U S. to push for
conpletion of the second phase of the Information
Technol ogy Agreenent, the | TA-2, which would el im nate
tariffs on a wide range of IT itens, including sone
NEMA products, and we support continued efforts by

US officials to expand the nenbership of the
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existing ITA. This said, we also recognize that U S.
negoti ators nust seek tariff elimnation for these
itens via ot her Doha Devel opnent Agenda avenues to the
extent that those avenues are separate and nore
appropriate under the conditions prevailing.

Second, energy services liberalizationis
a major priority for NEMA. |If you |l ook back to the
Uruguay Round results, very few energy services
comm tments were taken under the GATS agreenent. This
is largely because the energy sector at that tine was
made up primarily of state-owned nonopolies, but the
structure of the industry worldw de has changed
dramatically in the intervening years, and since the
end of the Uruguay Round, we see privatization and the
introduction of conpetition as, in fact, the
prevailing nore of industry structure in the energy
sector.

Many NEMA nenbers are active and
increasing providers of energy services in markets
that were essentially created by the privatization and
the introduction of conpetition in world markets.

This liberalization, which is good for utilities, is
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also good for our manufacturers, U S. service
providers, and users of electricity, and we |[|ook
forward to continued efforts from the Bush
Adm ni stration to secure commtnents fromour tradi ng
partners in this crucial area.

Third, is the area of gover nnment
procurenent. NEMA supports the concl usion as soon as
possible of a wuniversally-subscribed agreenent on
transparency, openness and due process in government
procurenent, as proposed by the United States in the
WO wor ki ng group on gover nnment procurenent. W think
that this agreenent can be concluded rapidly.
Tremendous anounts of work have al ready been done on
the subject in that WO wor ki ng group, and we believe
that the U S. proposals that were submtted way back
at the tinme of the Seattle Mnisterial can formthe
basis of an agreenment that can be concluded very
rapidly, and there is no objection to the fundanent al
value of a transparency agreenent 1in governnent
procurenent, and noreover, it would establish the
precedent of one form of discipline that would apply

to all WO nenbers in the otherwise only spottily-
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covered area of governnment procurenent.

NEMA al so supports expanded mar ket access
in gover nnment pr ocur enent t hr ough expanded
participationinthe governnent procurenent agreenent.
But it's inportant to note that we don't see that as
sonething that has to hold up progress on the
transparency agreenent. You can do the transparency
agreenent first and then nove on and work on narket
access i ssues.

Fourth, in the area of technical barriers
to trade, this is a fundamental area of NEMA
conpet ence and | eadershi p, and NEMA supports the WO
TBT Agreenment, and we believe that all countries
shoul d i npl enent to the full est extent the obligations
outline there. At the sane tinme, the U. S. governnent
nmust continue working to dispel the msinterpretation
that the use of the terminternational standards in
the TBT  Agreenent applies only to certain
i nternational organi zations, such as the I nternational
El ect r ot echni cal Comm ssi on, t he | nt er nat i onal
St andar ds Or gani zati on, and | nt er nati onal

Tel ecommuni cati ons Uni on. An interpretation should
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al so i ncl ude wi de-used norns such as sonme other North
Anmerica standards and safety installation practices
that nmeet TBT guidelines. This msinterpretation can
be di sadvantageous to U. S. businesses if it's allowed
to take any further route, and it affects our ability
to sell, of course, into international markets.

Fifth is NEMA's concern about excessive
use of nmutual recognition agreenments. |In NEMA s view,
the use of governnent-to-governnment MRAs, nutual
recognition agreenents, should be I|imted and
considered only as an alternative for conformty
assessnent needs when applicable to federally
regul ated products such as nedical devices. MRAs ae
not the answer to conformty assessnent needs in non-
regul ated areas.

Finally, NEMA recogni zes the progress on
i nternational trade nust continue on many fronts. W
support continued progress on WO accessi on, and we
hope for still greater progress in Dbilatera
negotiation with WO accession candi dates, such as
Saudi Arabia and Russia, contingent wupon suitable

refornms in many areas, including standards and TBT
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nmeasur es.

W al so support the Adm nistration's plan
to pursue regional and Dbilateral free trade
agreenents. In our view, initiatives such as the free
trade area of the Anmericas, and subregional and
bilateral FTAs serve to spur, rather than bl ock,
overall progress in the WO

O course, all of our comments about new
objectives in international trade are founded on the
under st andi ng that these new rul es and existing rul es
w Il be observed. The U. S. governnment needs to be
vigilant in making sure that countries live up to
their commtnents, and for that reason we support
fundi ng which would allow increases in staff for the
Executive Branch to better allow it to nore
effectively negotiate, nonitor and enforce trade
agr eenment s.

I n concl usi on, the Doha Devel opnent Round
of fers trenmendous opportunities to increase U.S. and
wor |l d economic growh inthe electrical sector through
expanded trade. W hope that the Adm nistration w ||

aggressively pursue the objectives that we have
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identified, and we | ook forward to working wth the
Adm nistration to support those efforts. Thank you
very nmuch.

CHAI RPERSON SURO BRCDI E: Thank you very
much, M. Richards. The first question will be posed
by the Departnent of Commerce.

MR. DUNN. Good afternoon, M. Richards.
You expressed your organization's interest in
expandi ng participationinthe nmedi cal equi pnment zero-
for-zero. | wonder if you could indicate now, or
provide us later, with a list of what you m ght
consider priority countries in that area. You had
al so nentioned that the current agreenent cones up
short with respect to parts and conponents. ['"'m
wondering, is that a leftover problem or have there
been advances in the technol ogy over the past several
years that have been such that it's just |eaving out
nore and nore itens.

MR. Rl CHARDS: Let nme start with the

second part of your question, M. Dunn. | actually
don't know the negotiating history of that. | think
that nost likely the parts and conponents were not
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i ncl uded because negoti ators were seeking a bal anced
package in ternms of value of trade. But the tariffs
are extrenely low on sonme of these parts and
conponents in the United States. | think the | argest
tariff category for nedical equipnment parts has a .9
percent tariff level, sothis is truly not in any way
a protective tariff, and yet the volune of trade is
rat her substantial, so it does give the United States
a reasonabl e negotiating chip that could be put into
play and in order to attract others to participate in
an expanded nedi cal device zero-for-zero.

We could look into the history of why it
was not included, but |I've asked sone peopl e and have
not yet been able to find anyone with the corporate
menory of exactly what happened.

As far as countries to included, I would
prefer not to specify any individual country as
absol utely essential, but we are | ooki ng at an overal
package that will substantially expand participation
in the nedical device zero-for-zero and that neans
that you have to have many of the major devel oping

countries that did not participate the first tine
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ar ound.

CHAI RPERSON  SURO- BRODI E: The next
guestion by USTR

MS. LI SER: W were wondering to what
extent you believe or see that SMeEs w Il benefit from
a zero-to-zero agreenent in this sector as opposed to
your | arger nmenbers, and t hen secondly, whether or not
you see any danger in donmestic consunption shifting
fromthe SVMEs to off shore?

MR. RICHARDS: Well, what we can | ook at
is we can | ook at the experience that has been gai ned
under t he exi sting nedi cal equi pnment zero-for-zero and
you can also |ook at the experience under the NAFTA
for this sector, and in both cases, SMEs have been
maj or beneficiaries, both as direct exporters and as
suppliers of parts and conponents to | arger conpanies
whi ch then actually carry out the exports.

The U. S. trade bal ance in our sector has
i nproved dramatically during the course of the tine
since the Uuguay Round nedical zero-for-zero was
concluded, and | don't have statistics on exactly how

much of the exports were by SVES, but the majority of
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NEMA nenbers are in fact SMEs, and we're confident
that they are najor beneficiaries of this initiative.

CHAI RPERSON SURO- BRODI E: Depart nent of

Labor.

MR, KORANSKY: Good afternoon. Just |
guess one qui ck question is, your proposal, | assune,
wll increase the anount of export. Ww'd like to

have sone estimate and nmaybe provide us how much
export you expect to increase and al so how many j obs
could potentially be created from that proposal.
Thank you.

MR. RICHARDS: W will get back to you on
that. We didn't conme with specific estinmates, but in
t he course of previous ITC testi nony, we have taken a
| ook at sone of the statistics, and perhaps we can
give you sone general idea of what we would
anti ci pat e.

MR. KORANSKY: Thank you.

CHAI RPERSON SURG- BRCODI E: If you could
send it to Goria Blue electronically, that would be
a big help.

MR. RI CHARDS: Ckay, we will do that.
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CHAI RPERSON SURO BRCDI E: Thank you very
much, M. Richards.

MR. RI CHARDS: Thank you all very nuch.

CHAI RPERSON SURO- BRODI E: Qur | ast wit ness
of the norning is Angel a Marshal |l Hof mann, Director of
I nternational Trade and Nati onal Governnent Rel ations
of Wal-Mart Stores. Wl cone.

M5. HOFMANN:  Good norning. On behal f of
VWl - Mart Stores, Incorporated, | would like to thank
you for the opportunity to share our views about
mar ket access in the Doha Devel opnment Round of the
Wrld Trade Organi zati on.

As the world' s largest retailer and
enploying 1.3 mllion associ ates worl dw de, Wl - Mart,
which is |ocated in the United States, Puerto Rico and
ei ght countriesisvitally interested in the expansion
of market devel opnent opportunities. In particular,
our ability to deliver every day, low priced EDLP
products to our custoners is contingent upon our
suppliers, as well as ourselves, having fair narket
access in countries in which we do business.

Accordingly, the rules governing international trade
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i n goods and agricul tural products continue to growin
i nportance as the retail industry strives to provide
high quality, affordable agricultural and household
products to our Anmerican and gl obal consuners.
Wl - Mart views t he Doha Devel opnent Round
as a ngjor opportunity to elimnate trade barriers in
goods that limt selection and artificially inflate
consuner prices. Tariff barriers are a particul ar
concern, sincetariffs represent a disproportional tax
on busi ness and consuners. |n sone cases, such tariff
barriers place Wal-Mart's suppliers at such a
di sadvant age that offering certain products is sinply
i npracticable. Quotas have sim|ar econom c effects.
A nunber of sectors of great inportanceto
our business are subject to the highest trade
barriers. These sectors include textiles, apparel
footwear, |eather goods and a w de range of food
products. Wal-Mart believes that the U. S. governnent
shoul d seek steep reductions -- pardon nme, steep cuts
in tariffs in these sectors from U S. trading
partners. 1In addition, U S. negotiators should seek

steep reductions in tariffs on pharmaceutica
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products, cosnetics, and toys. 1In exchange, the U. S
should be willing to cut our owm tariffs in all of
t hese sectors.

Wth respect to quotas on textiles and
apparel already scheduled for elimnation, Wal-Mrt
urges the U S to remain firmin its commtnent to
fully inplement the Uruguay Round Agreenent on
Textiles and dothing. However, it is critical that
the U S. does not substitute these quotas with other
non-tariff barriers or other trade actions that could
result in the filing of an accelerated nunber of
frivol ous dunpi ng cases.

Concerni ng agricul ture, Wal - Mart supports
our suppliers' effortstoelimnate tariff rate quotas
on agricultural goods, including all processed food
pr oduct s. This includes the elimnation of narket
di storting export and donestic subsidies as well as
sanitary and phytosanitary barriers.

In terns of staging, Wal-Mart encourages
U S. negotiators to seek rapid staging of tariff cuts
and quota elimnation so that the beneficial effects

are felt throughout the econony as soon as possible.
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St eps shoul d be taken to ensure that countries retain
preferential access to the U S. market that they
currently enjoy through prograns such as the
Ceneralized Systemof Preferences, the African G owh
and Qpportunity Act, the Caribbean Basin Trade
Partnership Act, and the Andean Trade Preference and
Drug Eradication Act.

Wthrespect tonuisancetariffs, Wal - Mart
would request that U S. negotiators seek the
elimnation of all nuisance tariffs, that is, tariffs
at or below three percent. These i nclude everyday
househol d products such as fans, stainless steel
cookware, dog accessories, clocks and radi os.

Rules of origin. | nconsi stent and
conflicting rules of origin place an undue burden on
the retail industry inthe U S. Wal-Mrt urges U S
negotiators to seek opportunities to ensure sinple,
easily admnistered rules of origin which allow for
local content and for the wuse of inputs from
devel opi ng countries. The U S. should al so be willing
to offer corresponding changes to the U S. rules of

originto ensure that restrictive rules of origin are
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not used as barriers to trade.

Finally, with respect to nodalities, Wal-
Mart favors accelerated zero-for-zero initiatives
wher ever possible, particularly in consuner goods,
i ncl udi ng f oot wear and el ectronics. At the sane tine,
we support a conbi ned approach dependi ng on the needs
of our suppliers.

I n concl usion, Wal - Mart has been cited as
a key driver in the U S. econony. This growh may be
attributed to a rapid expansion of VWAl-Mart's
international division where just as in our U.S.
stores, our every day, lowprice strategy is a primary
i ngredient to our success. This formula only works in
countries where market access i s open and transparent.
As such, we urge this Admnnistration to take all steps
necessary to ensure the rapid reduction of tariffs and
t he expansion of free trade, the elenent that is so
elenmental to our success in contributing to the
econom c gromh of the United States.

Thank you for the opportunity to share our
Vi ews.

CHAI RPERSON SURO- BRODI E: Thank you, Ms.
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Marshall. The first question will be posed by USTR

M5. LI SER.  Thank you. Ms. Marshall, you
mentioned in your testinony that we should seek the
el imnation of nuisance tariffs which you descri be as
tariffs at three percent or below, and we were just
wondering fromyour industry's perspective, does the
three percent figure have a particular significance?

M5. HOFMANN:. There are several products
that are sort of every day househol d goods that fal
in or about at the three percent. It could be three
percent, it could be five percent, but these are
things that typically a consunmer would buy on an
every-day basis, the added cost of which is pretty
much marginal with the three percent. They should be
el i m nat ed.

CHAI RPERSON  SURO- BRODI E: The next
question will be posed by the ITC

MR. LEAHY: Thank you. Question, rules of
origin. You nade a reference to your rules of origin,
and in an earlier wtness we had tal ked a bit about
what your -- they would really be seeking. This was

in the case of inporters of textile and apparel. Her
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response was their goal was harnoni zati on of rul es of
origin. 1Is that a goal that Wal-Mart woul d support?

M5.  HOFMANN: Yes. W have a simlar
response. As you know, we source frommany different
countries, fromAfrica, fromthe Cari bbean Basin, from
NAFTA countries, and harnoni zation is definitely an
i ssue because it's so difficult to navigate which rule
of origin applies at which tine. Har noni zat i on,
per haps stream i ning, woul d be our response.

MR,  LEAHY: And | guess that could be
considered as a barrier, because of so many different
requi renents bei ng placed on you?

M5. HOFMANN: It certainly affects where
we | ook at doing our sourcing, and places an undue
burden upon sone of -- a lot of this is done by our
supplies as well, but it does have an i npact on where
we, as Wal-Mart International, do our sourcing, yes.

MR. LEAHY: Thank you.

CHAI RPERSON  SURO- BRODI E: The | ast
gquestion by the Departnent of Conmerce.

MR. DUNN: Good afternoon. You said in

your oral statenment that you can't of fer sone products
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because of tariff levels hereinthe US. dancing at
your witten statenent, you express sone interest in
textiles, apparel, footwear, |eather goods, and food
products, nost of which, | believe, are at |east
exanples of those products are available in your
stores as well as other discount chains. Specifically
what products are there that you mght offer to
Anmerican consuners if tariffs were to be | owered that
you are not able to do at this point?

M5. HOFMANN: It's not so nuch a matter of
not being able to offer the product to the consuners,
it's being able to give them the |owest price
possible. Cassic exanple is shoes. Wal-Mart pays
about $80 million a year in duties on shoes. W pay
about $370 mllion in tariffs in general a year.
Havi ng the opportunity to | ower sonme of these tariff
barriers would allow us to pass on those savings to
our CONSuners.

MR DUNN. Al right. Thank you.

CHAI RPERSON SURO- BRODI E:  Thank you. This
hearing is adjourned. W wll start again at 1:15 --

so at 2:00 o'clock. It is 1:15. Sorry. [ m
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beginning to be delirious, and it wll be chaired by
M. Don Eiss, Senior Policy Advisor. Thank you very
much.
(Wher eupon the foregoing natter went off
the record at 1:15 p.m and went back on

the record at 2:00 p.m)
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AAF-T-EERNOON S-ESSI-ON
2:00 p.m
CHAI RVAN EI SS: I'd like to wel cone you
all this afternoon back and reconvene the hearing.
This hearing is to rem nd those of you who m ght not
have been here this norning I'll nmake a fewvery brief
introductory remarks to rem nd everyone the purpose
for which we are here today, as well as the basic
ground rules, and then we wll nove quickly and
expeditiously right to the testinony.
This hearing is being conducted by the
Trade Policy Staff Commttee, an interagency body
chaired by the Ofice of the United States Trade
Representati ve. In addition to USTR, there are
representatives from the Departnents of Commerce,
Labor, State, Treasury and the United States Trade
Comm ssion. W also have representatives from USTR
from our market access office.
The subject of this hearing is Market
Access in the Doha Devel opnent Agency Negotiations in
the world Trade Organi zation, specifically for non-

agricul tural products.
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This is the second half or the second part
of this hearing, as a nunber of wi tnesses have al r eady
appeared during the norning session of this hearing.
Just to briefly reintroduce the nenbers of the panel,
my name is Donald Eiss, and I work in the Ofice of
Policy Coordination, and it wll be my honor to chair
t hese hearings this afternoon. Starting on ny far
| eft, and noving across, I'd like to introduce M. Tom
Torrance fromthe Departnent of State, M. Paul Moore
from the Ofice of the United States Trade
Representati ve, Dani el Leahy from the uU. S.
I nternational Trade Conmi ssion, Ms. Jean Jani cke from
the Departnent of Commerce, and M. Lester Koransky
fromthe Departnent of Labor.

To rem nd witnesses of the basic ground
rules for this hearing, we invite witnesses who have
notified us of their desire and intent to testify to
cone before the panel and give five mnutes of oral
testinmony, which wll |leave us approximately ten
m nutes for nenbers of the panel to ask questions
regardi ng the oral testinony and perhaps engage i n any

foll owup questions that the answers provided by the
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Wi tnesses will create. That gives us approxi mately 15
m nutes for each witness so that we m ght conpl ete our
afternoon list of witnesses in an expeditious manner.
| wll exercise the prerogative of the chair and in
sinply signaling to witnesses if, in fact, we have
gone significantly past the five mnute notional tine
frame for this oral statenents. This is not a
congressional hearing and you won't face a series of
lights, but I'lIl find some readily identifiable, but
not disruptive manner to let you knowthat it is tine
to bring your cooments to a cl ose.

Wth that | would invite our first w tness
for the afternoon, M. CGeorge L. Rol of son, Senior Vice
President of CropLife Anerica, to cone to the table
and provide his statenents. M. Rol ofson

MR. ROLOFSON:  Thank you, M. Chairnman.
My nanme is George Rol of son, Senior Vice President of
CropLife Anerica. | amalso a nenber of |SAC 3, the
Department of Commerce and USTR s Industry Sector
Advi sory Comm ttee or Chem cals and Allied Products.

CropLifeis anot-for-profit organization

representing the maj or manufacturers, formul ators and

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

158

distributors of crop protection, pest control, and
bi ot echnol ogy products. CropLife Anerica nenber
conpani es produce, sell and distribute virtually al
of the science-based technol ogy products used in crop
production by Anmerican farners.

CropLife, on behalf of its nenbers,
wel conmes the opportunity to testify in support of
reducing or elimnatingtariff and non-tariff barriers
to trade in non-agricultural products, especially in
crop protection chem cals. Further details are
i ncl uded i n t he acconpanyi ng docunent entitl ed " Mar ket
Access Proposal for Crop Protection Chem cal s".

The non-agri cul tural mar ket access
negoti ati ons shoul d ai mat achi evi ng t he deepest, nost
conpr ehensi ve across-the-board reductions in tariffs
and non-tariff trade barriers, with the goal of
totally elimnating as many tariffs as possible. In
view of the fact that nearly half of the world trade
in chemcals is conprised of intra-devel oping country
trade, reduction or elimnation of tariff and non-
tariff barriers to trade in non-agricultural products

woul d provi de a substanti al boost to the prospects for
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nore rapid gl obal economc growh and rising |iving
st andards wor | dw de.

The nost effective nmeans of achievingthis
goal in our opinion is to assure that the sectora
tariff elimnation approach is included in the
proposed outline of nodalities in non-agricultura
mar ket access negotiations currently underway in
Ceneva. This approach is the sane as the U uguay
Round' s successful zero-for-zero initiative and the
accl ai med I nformati on Technol ogy Agreenent. Under the
sectoral tariff elimnation approach, countries
conprising a satisfactory critical mass of trade in
the chem cal or cop protection chem cal sector would
agree to elimnate tariffs in that sector.

By requiring acritical mass of countries,
the sectoral tariff elimnation nodality provides the
flexibility to exenpt the |east devel oped countries
that want to be excluded. In addition, |onger
transition periods may be all owed for sone countries.
If a formula approach is used, we reconmend that al
tariff reductions nust start from applied rates and

not frombound rates. In addition, we recommend t hat

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

160

a high priority be given to increase the nenber
country's participation in the Chemcal Tariff
Har noni zati on Agreenent.

Negoti ations on non-tariff barriers Al
right explicitly provided for in the Doha M nisteri al
Decl aration and nust be addressed as an essential
conponent of the non-agricultural market access
negoti ati ons. Non-tariff barriers have been
increasing in inportance as trade-distorting factors.
Sone of those include discrimnatory standards, pre-
shi pnment inspections, custom valuation practices,
regul atory requi renents, port procedures and security
pr ocedur es. Therefore, we recommend that a strong
effort be made in the Doha Developnent Agenda
negoti ations in non-ag market access negotiations to
reduce or elimnate trade-distorting effects of these
and other non-tariff barriers.

According to a recent study funded by
CropLife America and conducted by DTB Associates, it
is estimated that annual tariffs paid globally on crop
protection chemcals found in both Chapter 38 and

active ingredients of these chemcals, found in
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Chapter 39, that these tariffs range from$1 billion
to $1.5 billion globally.

In response to your request to speak
specifically to the products of interest to the U S
crop protection chemcal industry, we urge that
sectoral tariff elimnationnodality nmentioned earlier
be used for chemcals |isted under the Harnonization
Tariff Schedules 3808.1, .2, .3, and portions of .4
and .9. Based on the U. S. Bureau of the Census data
for 2001, the U S exports of crop protection
chenmicals listed under Chapter 38 were $1.5 billion,
while inports under the sanme categories were under
$642 nmillion. Therefore, the U S. and other crop
protection chem cal i ndustry -- and our crop
protection chem cal industry definitely benefits from
tariff reduction or elimnation.

I naddi tion, crop protectionindustry uses
a nunber of chem cals included under Chapter 29 as
active ingredi ents, predom nant i nternedi ates and sol e
internediates. It is estimated that in 2001, the U S.
chem cal conpanies exported 25 of these Chapter 29

chemicals valued at $5.1 billion, and inported 25 of
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t hese chem cals valued at $19 billion.

In conclusion, CropLife Anmerica and its
menber conpani es thank the U S. Trade Representative
for providing us this opportunity to coment on the
priorities for the non-ag nmarket access negoti ations
in the WIO.  Thank you.

CHAlI RVAN EI SS: Thank you, M. Rol of son.
For our first question, | would turn to M. Torrance
fromthe Departnent of State.

MR, TORRANCE: Good afternoon, M.
Rol of son. Your testinony indicates that nearly half
of the global chemcal trade is conprised of
i ntradevel opi ng country trade. Is it also true for
the specific headings you |listed, and do you have any
analytical information that would suggest tariff
elimnation by developing countries would lead to
i ncreased trade between those countries?

MR, ROLOFSON: W are working on a
dat abase that | believe would address that. W were
not able to bring it today, but bottomline, it is our
feeling that if we could reduce these tariffs we wll

enhance trade. | believe we would have to -- we w ||
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provide that information when we get it to you

MR. TORRANCE: (Okay. The first part of
(tape fades out) regarding the specific subheadi ngs
t hat you identify, do those also apply to
i ntradevel opi ng country trade?

MR. ROLOFSON: | believe they do, but we
will have to provide that information to you. [''m
sorry.

MR, MOORE: Could I just ask -- Paul Moore
fromUSTR Could | just ask a follow up question to
t hat . In terns of developing countries and the
particular products that you've noted in your
testinmony, clearly they're related to agricultura
production and | wondered if there has been any
research on your part or the part of others that have
| ooked at the benefits of tariff reductions on these
products to increased agricultural pr oducti on,
particularly in devel oping countri es.

MR. ROLOFSON: There are several countries
t hat have enhance significantly their crop protection
chem cal sectors in recent years, and typically these

are not countries where the chemstry is invented
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there, but it's foll owon chem stry where patents have
expi red and cheaper nethods of production perhaps in
sone of these countries are available. | think it's
inportant for us that as we classify a significant
portion of the producing countries, we capture 85 to
95 percent of that production capability to cover
those countries that are follow ng on with chem stry,
yet have very, very high tariffs for entry to our
product s. " m not sure that answers your question
specifically, but --

MR. MOORE: Thank you.

CHAI RMAN EI SS: Ms. Jani cke?

MS. JAN CKE: Thank vyou. Actual ly, ny
guestion follows up on the statenent that you just
made. In your oral testinony you comrented on the
need to reach critical mss, and you also have
mentioned in your witten testinony about a target of
around 90 percent of gl obal production for chem cal s.
What countries would you see as being critical to
achieving critical mass or to achieving this target
and whi ch of those countries are not currently nenbers

of Chem cal Tariff Harnoni zati on?
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MR. ROLOFSON: The ones that stick out in
my mnd as those who really need to be i n because t hey
have amassed a si gni fi cant manufacturing capability in
recent years would be India and probably Brazil.

M5. JANI CKE: Thank you.

CHAI RVAN EI' SS: M. Koransky?

MR. KORANSKY: Good afternoon. A question
which | also nentioned to previous people. You said
you're going to provide data about increases in
exports. If it's possible to also get information
about enploynent data, how much you expect with the
declineintariffs, hownuch enpl oyment could go up in
the U.S.? The other question is, how the future is
| ooki ng for chem cal workers. Are you having probl ens
attracting qualified people for that or is there a
| arge enough supply of workers in your field?

MR. ROLOFSON: | think the probl emwe have
at the nonent is, of course, we are closely linked to
the agricultural econony, and as growers have tighter
and tighter margins and are finding it nore difficult
to export sone of their commodities abroad, the inpact

to our business -- they just use |less chem cals and
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t he i npact on our business is directly linked to that
econony. | think in our countries we have the | abor
force to do what we need to do.

CHAI RVAN EI SS:  Any ot her questions? M.
Rol of son, thank you very nmuch for appearing.

MR, ROLOFSON: Thank you.

CHAI RVAN EI SS:  Qur next schedul ed wi t ness
is Ms. Maureen Smth, representing the Aneri can Forest
and Paper Association, but | do not see Ms. Smth at
the monment, so with that in mnd, | wuld ask if M.
Wells is here?

MR VEELLS: Yes, | am

CHAI RVAN EI SS: Wul d you be avail able to
| eapfrog to the next position at the table? e
appreciate your flexibility. So our next wi tness w !l
be M. Joseph M Wells, president and Chi ef Executive
O ficer, the Homer Laughlin China Conpany of Newell,

West Virginia on behalf of the Anmerican Restaurant

China Council. M. Wlls, welcone.
MR, VELLS: Thank vyou, sir. Good
afternoon. M nane is Joseph M Wells IlIl. | amthe

Presi dent and CEO of the Honmer Laughlin Chi na Conpany
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located in Newell, West Virginia. | am proud to
represent the fourth generation of ny famly to
operate this business. | appear here today on behal f
of the American Restaurant China Council, a trade
associ ation that represents approximately 90 percent
of the U S. production of comrercial chinaware. | am
acconpani ed by Hel en Grayson, Director of ARCC

| want to thank you for calling this
hearing and for the opportunity to express our deep
concern about any tariff reduction on comrercial
chi naware, an action that would have a devastating
I npact on our conpanies, our workers, our industry,
and the towns that depend on us as nmjor enployers.
It is absolutely inperative that the United States
ensure that any change in the tariff schedule is
fl exi ble enough to account for the needs of small
conpanies like ours that are vital to our |ocal
econom es.

Qur product, commercial chinaware, 1is
produced for hotels, restaurants, and ot her comrerci al
establishments. The comercial chinaware industry is

separate rom the household chinaware industry.
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Comrercial chinaware is strong, breaks less, and is
nmore sanitary than househol d chi nawar e.

The comercial chinaware industry is
vitally inportant to the comunities in which we
operate. Qur plant in Newell, West Virginia, has been
produci ng chinaware in this region since its founding
in 1871. We have |ong been the nost significant
enployer in our area. MW famly resisted take-over
attenpts and decided to keep this business in our
famly, primarily to ensure the conti nued operation of
the plant and jobs in this country.

The Upper Ohio Valley region is al so hone
to another commercial chinaware producer, the Hall
Chi na Conpany. Together we enpl oy about 1500 people
in a region where, as you know, there is relatively
hi gh unenpl oynment. O her ARCC nenbers i ncl ude Buffalo
Chi na and Syracuse China, who enploy over 600 nore
Anmericans in the production of commercial chinaware.

We fear that our plants and the |ivelihood
of our workers will be threatened if the United States
agrees to a tariff reduction on commerci al chi naware.

Many of our enployees are sem -skilled workers with
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skills that do not transfer to the limted potenti al
enpl oynent opportunities in the region where our
pl ants are | ocated. They are their famlies depend on
the continued viability of our conpanies.

In the past several decades, the United
States governnent has consistently recognized our
industry's sensitivity toinports in the treatnent of
commercial chinaware in many different contexts. In
the Tokyo and Uruguay Rounds, NAFTA negoti ation and
the GSP program

Tariffs on commercial chinaware has very
limted effect on the consuner. The price of
commercial chinaware is an insignificant portion of
the cost of operating a restaurant or a hotel, and a
negligi ble part of the cost of dining out. Even with
the current level of tariffs in place however, we
continue to struggle against inports from a wde
variety of countries. U S. producers of comercia
chinaware have lost significant market share to
inports over the past decade. As tariffs have
decreased due to our Uruguay Round comm tnents, inport

mar ket share has i ncreased. Inports currently account
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for 55 percent of the comrercial chinaware nmarket.

Qur largest inport conpetition by far
cones form China. Chi nese inports have steadily
gained U S. market share as the tariff has been
| ower ed. Furt hernore, Chinese products have taken
away fromU. S. industry sales through its aggressive
pricing and copying of our designs. Chinese inports
surged in the 1990s, and since 1998 have captured at
| east one-third of the total U S. market, and have
consi stently accounted for over half of total inports.
Honmer Laughlin's worn fl agshi p brand, Fi esta, has al so
recently lost sales to a Chinese inporter that
attenpted to copy our popul ar design. These nassive
quantities of Chinese inports depress china prices
t hroughout the U. S. market.

But conpetition fro inports occurs in al
segnents of the market, including at the higher end of
t he market. I mports from the United Kingdom have
grown steadily over the past five years, and Ger many,
Italy, France and Luxenbourg are also significant
I nport sources. Eur opean manufacturers often enter

the market at cut-throat prices.
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Lower tariffs are sure to |l ead to a surge
in inport levels and create new incentives for
i nvest nent abr oad. We have already seen the link
between tariff reduction and market share | oss.

Bef ore t he | ast round of trade
negoti ations, we commtted to our conpanies, our
wor kers, and the U.S. governnment to invest heavily in

our donestic operations to ensure that our facilities

are efficient and conpetitive. We have foll owed
through on this comm tnent. Qur industry has
invested mllions of dollars over the past severa

years in state of the art Kkilns, glazing machines,
storage facilities and other equipnent, all in an
effort to lower production <costs and inprove
efficiency.

Qur recent capital expenditures underscore
our determnation not to becone another unfortunate
statistic in Anerica's erodi ng manuf acturi ng base. W
pl edge to mai ntain state-of -the-rt plants and conti nue
to provide jobs in our conmunity. In order to
continue to play this role in our conmunity and in the

econony, however, our operations need to be at a
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viable size to survive. |If inports continue to erode
our market share, our industry will not be able to
survive. Therefore, we are asking the U.S. governnent
to do their part by mintaining the tariff on
commer ci al chi nawar e.

"Personally, | have no doubt that our
future and wel | -bei ng of many workers in the industry
depend on whether the Bush Adm nistration naintains
the tariff on inports of comrercial chinaware. e
urge the U S. government to ensure that there is
maxi mum flexibility in any fornmula or nodality that
the U. S. governnment offers or agrees to so that the
special circunstances of the commercial chinaware
i ndustry can be taken into account. In addition, we
believe that any tariff reduction, if one is
necessary, should be directed toward «crating
opportunities for the | east devel oped countries while
preserving the effectiveness of the tariff against
traditional inport sources.

Thank you for this opportunity to speak to
you and I'll try to answer any questions you may have.

CHAI RVAN EI SS:  Thank you, M. Wlls. For
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our first question, 1'd like to turn to M. Janicke
fromthe Departnent of Conmerce.

M5. JANICKE: Thank you, M. Wells. You
spoke about the investnent that the industry has been
maki ng i n noderni zation efforts, and I was wondering
if you could comrent on whet her these investnents are
continuing, and also whether you' ve noticed any
initial results in ternms of conbating narket share
| osses fromthose investnents?

MR. VELLS: | can only speak now for ny
conpany, and we are in the process of conpleting a $15
m | lion nodernization which hopefully will be online
before the end of the year. Qobviously, it's too soon
to see any increase in market share. Are we going to
continue to nodernize our plants? | certainly planto
as long as our business are viable. Does that --

M5. JANICKE: Yes, it does. Thank you.

CHAI RMAN E I S S

M. Mbore?

MR MOCRE: Thank you, M. Wells. I

wanted to see if | could get a bit nore specificity on

your comrents about an approach to tariff -- U S
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approach to tariff reduction, and you tal ked about the
need for the United States to be flexible,
particularly if we took a fornula approach, but |
wondered i f you could el aborate a bit nore on what you
see as flexibility? Are we tal king staging, or are we
t al ki ng about excl usions --

MR VELLS: |'msorry?

MR MOORE: In terns of flexibility, how
woul d you define or suggest that we be flexible with
respect to your industry in a tariff negotiation?

MR VELLS: Well, | think what I'mtrying
to say is that there has been tal k about having an
across-the-board cut, and | think that an across-the-
board cut woul d be devastating to our industry. W're
asking -- |I'm not asking specifics here, |I'm just
asking you to | ook at our industry, | ook at how recent
-- the Tokyo and the Uruguay Round has | ooked at us,
how NAFTA has | ooked at us, and realize that we are a
speci al circunstance and consi der that.

MR, MOORE: (Ckay, thank you.

CHAI RMAN EI' SS: M. Koranzky from Labor.

MR, KORANSKY: Hi, good afternoon.
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MR VELLS: Yes, sir.

MR, KORANSKY: The first question | wanted
to ask, is howdo the tariffs for this industry in the
U.S. conpare to the tariffs in other countries? The
Eur opeans or Chinese have higher tariffs, or |ower
tariffs? Wuld you happen to know t hat ?

MR VELLS: | don't specifically know
t hat . | think we can -- we'll have a witten
summation to you and we can address that.

MR. KORANSKY: Ri ght. The other question,
how is your enpl oynent in your industry? Like for the
past ten years it's been big decline in enpl oynent or
it's been stabilized or --

MR. WELLS: Again, | can't speak for other
menbers. | don't have that information. In ny
particul ar conpany, it has been fairly stable. Inthe
past -- well, because of |ast year's econony and the
effects of Septenber 11th, our enploynment has gone
down the | ast year.

MR. KORANSKY: Okay. Thank you for the
i nformati on.

MR, MOORE: Can | ask a followup
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question, in terns of -- sort of related to the
question about tariffs and other countries. Are you
exporting? |s your industry exporting anywhere, and,
if so, do you have any particular --

MR VELLS: Very little, very little. |
don't renmenber off the top of ny head what the export
nunber is, but in conparisonto what is being inported
into this country, it's very small.

MR, MOORE: (Ckay.

CHAIRVAN EI SS: M. Wlls, thank you very
much.

MR VELLS: Thank you very nuch for
allowing ne to speak to you.

CHAI RPERSON M TTEN: Qur pleasure. All
right, next witness wll be Ms. Maureen Smth, Vice
President for International of the Anerican Forest and
Paper Association. Wlcone, Ms. Smth, nice to see
you.

M5. SM TH: Thank you very nuch. | have
the requested 30 additional copies of ny statenent
here. M nanme, as you pointed out, is Maureen Smth.

Today, however, | want to wear two hats if I can. One
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as Vice President International for the Anerican
Forest & Paper Associ ation, the other as Chairman of
the Zero Tariff Coalition of the National Association
of Manufacturers. AF&PA is the national trade
associ ation of the forest, pul p, paper, paperboard and
wood products industry. Qur industry accounts for
seven percent of total U S. manufacturing output. W
enpl oy approximately 1.7 mllion people, wth an
annual payroll of about $51 billion, and sales of
approxi mately $250 billion.

US tariffs on inports of paper and wood
products are already at or near zero. Tariffs range
on the paper side fromzero to two percent, and on the
wood size fromzero to 10.7 percent. |In npbst cases,
these higher wood tariffs apply to a very limted
nunmber of wood products, plywood bei ng an exanpl e, and
even then, apply only to a very limted nunber of
countries, which are not nenbers of preferential
tariff agreenments such NAFTA, GSP, African Gowth and
Qpportunity, Andean Devel opnent or Cari bbean Basin, so
that lets out a large part of the world.

For nore than a decade, going back to
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really at the beginning of the Uruguay Round, the U. S.
forest products industry has made the worldw de
elimnation of wod and paper tariffs its top
international priority. | think that's well known,
probably to everybody on the panel. The Uruguay Round
unfortunately failed to elimnate wood products
tariffs even anong devel oped countries, and on the
paper side, we only succeeded in elimnating tariffs
anong sonme devel oped countries, and that left all
devel oping countries where sone of the highest
tariffs, and frankly, the nobst conpetitive new
producers are untouched.

So what that didwas it effectively | ocked
inthe U S industry in a conpetitively di sadvant aged
position. A 1999 investigation by the |ITC on behal f
of Senate Finance, reinforced the fact that tariffs
significantly inpair the conpetitiveness of the U S.
forest products industry.

W have therefore urged successive
admnistrations to pursue bilateral, regi onal
multilateral, and kind of deal that would elimnate

wood and paper tariffs and restore conpetitive bal ance
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in forest products trade. In the interim of course,
our conpetitors have gone ahead and negotiated free
trade agreenents, which have further exacerbated the
situation, the Canada agreenent with Chile, being an
excel l ent exanple, where suddenly we were further
di sadvant aged by an ei ght percent tariff margin.

So, for the purpose of our hearing today,
t he question of what the effect pf tariff elimnation
would be on our industry is really relatively
straightforward. It would give us a fighting chance
to conpete. The real question is what will be the
effect if tariffs are not elimnated in a relatively
short period of tinme, and the answer there is
continued loss of U S. exports markets, a further
deterioration in the industry's bal ance of trade.

W' ve al ready gone deeper into deficit by
$10 billion since 1995, and a growi ng gap between
rates of capacity expansion in the U S. and other
countries, and of course, there is alnost an identity
bet ween capacity expansion and donestic enpl oynent.
So, that's the real question that we need to focus on.

For this reason, the Anmerican Forest &
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Paper Associ ation has been a vigorous participant in
the Zero Tariff Coalition of the National Association
of Manufacturers. This coalition now represents 24
sectors, accounting for nore than $300 billion in U S.
exports. For the 24 sectors participating inthe Zero
Tariff Coalition, including forest products, the nost
practical method of obtaining the greatest non-ag
mar ket access gains is through a Sectoral Tariff
El i m nati on or STE approach.

STE is a proven approach that solves
negoti ati ng probl ens other nodalities cannot nmanage,
and this is particularly true of the huge disparities
bet ween generally lowU. S. industrial tariffs and much
hi gher tariffs in the devel oping countries. It's also
true that STE addresses the problem of tariff
escal ation much nore readily. that's a real problem
in the wood products industry, but also it's a real
probl em for many devel opi ng countries who are trying
to work their way up the value added chain, and, or
course, they're countries who are wlling to grant
zero tariff on the raw material, but not on val ue

added products, and all those are kind of really swept

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

181

in and resolved if you take a sectoral zero tariff
appr oach.

The approach that we're calling STE is
basically the sane as the Uruguay Round's successf ul
Zero for Zero initiative and the ITA, although there
have been sonme nodifications introduced.

Under STE countries conpri sing a
satisfactory critical mass of trade in a particular
sector would agreeto elimnate tariffs in that sector
at the earliest feasible tine. By requiring only a
critical mass of countries in each sector, STE
provides flexibility to exenpt the |east devel oped
countries if we wish, as well as others that m ght be
excl uded, while ensuring that the sectoral agreenent
remains comercially meaningful. To assure
flexibility, the definition of critical mass would in
each instance be determined on a sectoral-specific
basi s.

We woul d al so maxi m ze flexibility by not
defining the sector-specific critical mass early in
t he negotiations. The product coverage in any given

sect or woul d be determ ned by participating countries,
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and then finally, further flexibility could be gai ned
by allowi ng transition periods for sone countries and
for certain sensitive products. The key point is that
you absolutely lock in a commtnment nowto go to zero
at sone point.

The possibility of negotiating aninitial
package of STEs as an interim result prior to the
conclusion of the DDA negotiations should be
considered a highly desirable option. This 1is
provided as a possibility in the Doha mnisterial
decl aration, and an interim STE coul d be provisional
and should be considered in determning the final
bal ance of concessi ons however.

To ensure the w dest possible interest,
all WO nenbers should be encouraged to recomend
sectors for STEtreatnent. As you well know, there is
kind of a feeling that this nmethod allows the U S. to
cherry pick, and I think for that reason we want to
make sure that other countries come forward with the
sectors that they are interested in and candidly, with
a starting group of only -- of 24 sectors representing

a very significant slice of our trade, but with this
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growing over tinme | think that we do have the
capability of accommbdati ng a good nunber of candi date
sectors that would conme from other countries,
i ncluding sone that at the end of the day m ght even
surprise us.

Maxi mum attenti on should be given to STE
candi dates i dentified by devel opi ng countries. Inthe
forest product sector, for exanple, our experience,
and sone of you were with us on that, in APEC, nade it
clear that there is significant developing country
support interest and advocacy in getting tariffs
elimnated in forest products. Additionally, the Doha
Declaration calls for the elimnation of barriers to
trade in environnental goods and services, and this
shoul d al so be considered for STE treatnent.

In addition to new STEs, country and
product coverage should be expanded in the existing
sectoral neasures in the -- fromthe Uruguay Round as
wel | as broadeni ng the coverage -- product and country
coverage in | TA

Finally, we should identify the conplete

elimnation of tariffs as opposed to harnoni zati on as
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an objective in the Chemcal Tariff Harnonization
Agr eenent .

Sone additional points about how an STE
m ght worKk. Nunmber one, all tariffs in this
negoti ati on nmust be bound. Nunber two, there should
be a tariff standstill in applied rates during the
course of the negotiations. Nunber three, technical
assistance to developing countries should give
appropriate promnence to docunenting the potential
gains in South-South trade associated with sectoral
tariff elimnation. To the extent possible, virtually
all tariff cuts should be inplenented i mediately on
i npl enentation of the agreenent, and all tariff cuts
shoul d be conpleted within five years.

A coupl e of concerns. One, the | anguage
in the Doha Declaration, which refers to the
possibility of less than full reciprocity in tariff
and non-tariff concessions by devel opi ng countries is
maj or concern to the forest products industry, and
al so to several others in the Zero Tariff Coalition.
Full| reciprocal commtnents fromdevel opi hg countries

are essential in sonme sectors. This requires that we
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| ook at not the country as a whole as it m ght be put
into a particular basket, but we |ook at sectors
within the econony of those countries. In South
Africa, to take an exanple, the forest products
industry is fully integrated into the gl obal econony
and is highly conpetitive, and indeed, we think that
woul d be a sector that South Africa would be very
interested in pursuing tariff elimnation.

Ful | reci procal comm tment s from
devel oping countries are essential in such sectors.
We recogni ze, however, that sone cogni zance nust be
t aken regardi ng di fferent stages of devel opnent of the
DDA participants. As an incentive to participate in
STEs, developing countries could be accorded full
credit for any tariff elimnations nade in the STE
approach, while devel oped countries would only get
credit for that portion that woul d be appli cabl e under
a formula cut, so there's a little bit of difference
inthe crediting which would accrue to the benefit of
devel opi ng countries and act as an incentive to them
to participate in an STE

For the forest products industry, 1'dlike
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to take this occasion to register our concern that
sone devel oped countries, and you know who they are,
are using the concept of nulti functionality to avoid
trade l|iberalization in the forest product sector.
Japan is a strong proponent of nulti functionality,
arguing that non-trade concerns justify the
mai nt enance of agricultural and forestry subsi di es and
high levels of border protection, including high
tariffs. W strongly urge the U S. governnent to
reject this approach for the thinly disguised
protection it is. An efficient and well-nmanaged
forest products enterprise is an effective instrunment
for advancing social and econom c sustain ability,
especially in rural areas, and this depends on trade
i beralization and open markets.

In nmy prepared statenent, | also have
identified sonme non-tariff Dbarriers that are of
concern to the forest products industry. | wll just
briefly list those: inport surcharges, inport permts
and |icenses, credit restrictions, poor | aw
enf orcenment, governnent incentives and subsidi es, and

sanitary and pytosanitary neasures.
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In conclusion then, what should be our
next steps. Last nonth | was honored to participate
in neetings in Geneva and Brussels organized by
Commer ce and USTR for the Chairman of |ndustry Sector
Advi sory Comm ttees. In an extraordinarily productive
round of neetings with WO anbassadors representing
countries as i nportant and di verse as the EU, Canada,
Japan, Mexico, Brazil, China and South Africa, to just
name a few, we encountered broad support for the
Sectoral Tariff Elimnation approach and no country
that opposed including ti on a nenu of possible
nmodal i ti es. So, even if a country said we -- you
know, we don't see that that's of particular interest,
t here was no oppositiontoincluding it on the nmenu of
nodal i ti es.

W therefore strongly wurge the U S.
governnent to harvest this support and table a
proactive market access proposal built on a sectoral
approach with the clearly stated objective of
achieving the elimnation of tariffs in as broad a
range of sectors as possible at the earliest possible

tine. Building on the discussions we have had in
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Geneva and el sewhere, nenbers of the Zero Tariff
Coalition are anxious to support our negotiators in
this effort, and we stand ready to work with our
col l eagues in other countries in an industry-to-
i ndustry effort which parallels and supports what our
negoti ators are doing.

AF&PA  very much appreci ates this
opportunity to provide the Inter-Agency Trade Policy
Commttee with input regarding the effects of tariff
elimnation and other trade | i beralization neasures on
our industry. Several of our nenber conpanies are
actively involved in the |ISAC process and we | ook
forward to providing continuing advice as the
negoti ati ons proceed. Thank you.

CHAI RVAN EI SS:  Thank you, Ms. Smth. For
our first question, we'll turn to the Departnent of
Commer ce, Ms. Jani cke.

M5. JANICKE: Thank you, Ms. Smth. I n
your testinony you talked a little bit about the
bal ance of trade issues that are facing the forest
products industry, and on the inport side, | was

wondering if you could just comment briefly on any
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trends you've noticed in terns of foreign country
suppliers to the U S. narket, and on the export side,
| think you actually answered this question in your
testinony today about any specific exanples of where
U S. exporters have been hurt by third country
r egi onal trade agreenents, or bilateral trade
agreenents cutting U S. suppliers out of the market.

M5. SMTH:  Well, on the inport side, |
think if -- pretty nuch you nanme the country and their
inports in our sector have increased significantly.
Cbviously, Canada is one country where the inports
have increased, but |ooking to Asian suppliers I|ike
Korean, even Japanese paper inports have increased.
The Japanese thenselves can't believe that they're
selling in the U S mrket that they are. Eur opean
inports have increased, so we are the target of
opportunity because of our size and our relatively
hi gh i nconme, and because of the accessibility of our
distribution system so with absolutely no tariffs
what soever we are the target for countries that want
to build a market, we're the target of countries |ike

Korea that have made a m stake in ternms of building
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excess capacity, so you nane it, if you |ook across
the board it would be hard to i magi ne a country whose
i nports have not increased.

MS. JANI CKE: Are there any ot her exanpl es
besi des the Canada-Chile FTA that you would like to
highlight in terns of other regional trade agreenents
that are hurting U S. exports?

M5. SMTH. | think that that's the nost
startling exanpl e, because the trade changes were j ust
over ni ght, you know, in tw vyears from the
i npl ementation of that agreenment we |ost over $100
mllion in exports to Chile. Now, | nmean, that
doesn't sound |ike an awful |ot of noney, but that's
pretty close to half of our total sales in Chile, it's
not a big market, but it, you know, when you | ose t hat
ki nd of noney overni ght, then you can -- there's only
one cause you can point to.

M5.  JANI CKE: Thank you. You also
mentioned the non-tariff barriers that your industry
is facing, and you' ve provided a list in your witten
testi nony. I"'m just wondering if you wanted to

el aborate on any of themor if there are any one's
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you | ook at that

list, they apply mainly on the wood product side

where the non-tariff barriers are,

guantifiabl e and nore transparent.

if you wll, nore

On t he paper si de,

we've had a great deal

of difficulty in actually

identifying non-tariff barriers and | think that is

one of the questions that arises in ny mnd when

countries advocate, you know,

t andem negoti ati ons on

tariff and non-tariff barriers. W have in front of
us a tariff database that as conplicated as it is, is
neverthel ess wusable for negotiations. | -- the
dat abase on non-tariff barriers is not as usable, it's
not as quantifiable, it's not as well-docunented. W
have tried to do sonmething like this in the forest
product sector in APEC, and fail ed. | nean, the

report that was produced, | think many of you have

seen it, it was not usable in negotiations at all.

M5. JANI CKE: Thank you.

CHAI RMAN E I S S
M. Moore?

MR MOORE: M. Smth, | have a question
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actually regarding what -- well, two questions about
if I couldindulge the chair. First, you nmentioned in
your testinony that we should |ook at devel oping
countries in terns of their conpetitiveness in this
particul ar sector rather than their overall |evel of
devel opnent, and | wondered if the Zero Tariff
Coal ition has gone any further on that statenent and
actually done sone research or if there is any
information that you could provide us and, in
particular, would be curious to know what types of
factors that you would use to determine a country's
conpetitiveness in a particular sector

M5. SMTH.  First of all, | think on an
i ndustry-to-industry basis, we are well equipped to
identify for you sectors within countries, which are
conpetitive that we neet in world markets, and you
know, | had an exchange, for exanple, with the South
African anbassador in Ceneva which was very
instructive because he was taking a sort of, you know,
devel opi ng country approach, and said that they needed
nmore access to developed country markets because

that's the only way they were going to integrated into
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the worl d econony, and | was able to point out to him
that, as | nentioned, the forest products industry in
South Africais globally involved, it's integrated in
the world econony, that there is a South African
conpany cal l ed SAPI that is very -- it ranks anong the
top ten paper conpanies in the world, it is a very
significant force in Europe, and i s a nenber of AF&PA

So, in order for SAPI to grow, SAPlI wants
these other tariffs around the world elimnated i n our
sector, and you know, he imedi ately well understood
what | was tal king about that and said, well, we'll
have to l ook at it that way, and they have to go back
into their economes because there will be sectors
where they have a real interest in opening up other
gl obal nmarkets. So, in answer to your question, |
think that I'"'mnot sure that | would be offering you
any, you know, standard nmacroeconom c indicia. You
could cone up with them better than I, but | think
what we have volunteered to do, and we're already
assenbling that information, is to identify for you
the sector -- the organizations within countries that

we are in touch with, and to -- that's -- we'll work
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with youto, if you wll, have those sectors identify
their interests to their governnent.

MR,  MOORE: My second question is, very
briefly, in ternms of the concern you raise on nulti
functionality, Innotedinyour wittentestinonyit's
separated fromyour list of non-tariff barriers, and
" m wondering how you would suggest that the U S
government approach that. |Is this a broader issue?
| know it comes up in agriculture as well, it's not
one we hear often in non-ag so --

M5. SMTH. | think it is a broader issue
because, | nean, the way | describe it is an effort to
t ake forest product sector, for exanple, and just nove
it toasiding, toarailroad siding, and insulate it
fromtrade liberalization of any kind. | nean, the
Japanese assert that it is a defense against tariff
liberalization against non-tariff |iberalization
agai nst, you know, standards -- everything, and so
that is why we feel that it has to be addressed in a
very sort of head-on way because t he objective is just
to create another class of sectors where, you know,

there will be no prospect of their participating in
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the larger process of trade |iberalization.

MR. MOORE: Thank you.

CHAI RVMAN EI SS: M. Koransky, do you have
a question?

MR, KORANSKY: |'ve just got a couple of
qui ck questions. Like in the past four or five years,
how has enpl oynent been in your industry? Has it been
stable or growing --

M5. SMTH:. No. Over the -- since '97 we
have | ost in the paper sector about 14 percent of our
enploynment. It's been a huge drop in enploynent. W
have been forced to close mll after mll. W have
been historically working very closely wth our
unions, wth PACE, and on the wood side with the
carpenters and joiners, and actually it was very
interesting, when we first or one of our first forays
in this area was in Seattle and the PACE
representatives participated in our press conference
in Seattle, urging that we get zero-for-zero in our
sector because they well wunderstand that this is
absol utely fundamental to the survival of their jobs.

You know, we have -- you know, | sort of say that
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we're a bit of a poster child in that, you know, we've
done pretty nuch all that we can, but you know,
tariffs are sonething that can only be addressed on a
gover nnent -t o- governnent basis, and you know, the
acceptance of this on a level playing field is a, you
know, can only be addressed by governnents.

MR. KORANSKY: Right. Thank you.

CHAIRVMAN EI'SS: Ms. Smth, thank you very
much.

M5. SMTH.  Thank you.

CHAI RVAN EI'SS:  Qur next witness will be
Ms. Anne Craib, Director for International Trade and
Governnent Affairs of the Sem conductor |[Industry
Associ ation. M. Craib.

MS. CRAI B: Thank you for having ne.
You'll have to forgive ne, I'm losing ny voice a
little bit. M nane is Anne Craib. | amD rector of
I nternational Trade and Governnent Affairs for the
SIA. The SI A represents about 90 percent of the U S.
sem conduct or industry. As | amsure nmany of you are
aware, the industry right now is struggling to conme

out of an unprecedented econom ¢ downturn. Last year
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sales were down approximately 33 percent from the
prior year. In August, the last nmonth for which data
i s avail able, sales were up 2.2 percent over the prior
nmonth. We're hoping that this very nodest growh is
going to continue and that we'll be able to finish the
year out with growh in the two to three percent
range, but this is down quite substantially from
grom h | evel s that the i ndustry has experienced in the
past .

Despite this econom ¢ downturn, Anerican
ship makers are the nost conpetitive in the world,
wi th just over 50 percent of world market share. Over
60 percent of our sales are derived from overseas
transactions, and fromwhat we are forecasting right
now, that percentage is promsing to go up. So,
mai nt ai ni ng the market opening gains that we've nade
and nmoving forward with further market opening is
really vital to our sector.

A lot of focus is being placed as part of
t he new negoti ations, on devel opnent, and we believe
that several of the policies that we're advocating

that wll benefit the U S. sem conductor industry wll
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also directly Dbenefit economc developnent in
devel opi ng countries. Full access to and utilization
of I T products has proven econom c benefits. In the
U S. for exanple, the I T sector conprises about eight
percent of the econony, but it contributed a ful
third of growh in US CGDP from 1996 to the year
2000. At the same tine, it lowered inflation and
i ncreased productivity, and we believe the policies
that permt access to and investnent in both
sem conductors and other |IT industries should be at
the heart of the Doha Devel opnent Agenda.

| nposing tariffs on sem conductors or
other IT products ironically actually serves to hurt
t he econom c conpetitiveness of the country inposing
those duties. A good exanple of this is Brazil and
India. If you |ook at both at those countries, they
actually made early strides in I T and | ooked as t hough
t hey were going to be really devel opi ng t hose sectors,
you know, 20 years ago. They inposed prohibitively
high duties to try and protect their donestic
i ndustries, and that proved not to be such a w se

course of action. Singapore and Hong Kong, who were
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at simlar stages of developnent initially, took
exactly the opposite route, elimnated their duties,
and have really prospered. So we think that
elimnating duties on both sem conductors and ot her
i nformati on technol ogy products would really benefit
not only the U S. industry, but also the devel opnent
of the countries that choose to follow that course.

W Dbelieve that either getting all
remai ni ng WO nenber s who have not yet done so to sign
onto the Information Technol ogy Agreenent or using
another neans to achieve the elimnation of duties
woul d be a very positive outcone for this round.

Al so central to econom c devel opnment are
rules on trade and i nvestnent. The freedomto engage
in direct investnent is critical to market access in
our sector, and our conpanies still face pretty
conplex rules and requirenents when investing
over seas. Direct investnent by high tech conpanies
does spur econom ¢ devel opnent in the country where
the investnent takes place. Existing WO investnent
rules don't adequately discipline sonme of the

restrictions that our conpanies face. For exanpl e,
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being required to enter joint ventures or transfer
technol ogy or IP in exchange for market access.

I n addition to pursuing policies that wll
hel p foster devel opnent, we nust not |ose ground in
areas like the trade laws and intellectual property
rules that help insure fair trade. A state of the art
fabrication facility or FAB today costs about $3
billion, 80 percent of that is in equipnent that's
totally obsolete within three years. Qur conpani es,
in order to remain conpetitive, also have to spend
approxi mately 17 percent of sales on R&D. This is
really an unprecedented |evel of investnent just to
say conpetitive in our industry, and conpanies that
make t hese huge i nvestnents have to be abl e to conpete
fairly in order to recoup their investnment and remain
vi abl e busi nesses.

Anti-dunping rules we believe today,
foster fair conpetition and create an environnment
wher e technol ogy, product offering and price, and not
the ability to sell below the cost of production, or
price discrimnate to gain expert market share

determ nes success, and we believe that's very, very
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i nportant. |'"'m afraid that nost of -- all of the
proposal s actually, that have been nade to date to
change the anti-dunping agreenent are ained at
weakening the ability of US. industry to use our
anti-dunping laws to offset unfair trade practices.
There is an extensive history of dunping in our
i ndustry. Many of you are very famliar with D RAVS.
Most people are less famliar with the case fromthe
1980s on E-PROVS. W face dunping. W were able to
use U.S. trade laws to stop the unfair conpetition in
that sector. As a result, U S. conpanies stayed in
t he E- PROM busi ness. E-PROMS led directly to flash.
U.S. conpani es today dom nate the flash nmarket.

| f we had not been able to stop dunping,
our conpanies wouldn't be in that sector. They never
woul d have made the transition to fl ash where t hey now
lead in the U S nmarket -- pardon nme, in the world
mar ket share. Wthout the ability to stop dunpi ng, as
| said, literally the conpanies would not be in that
busi ness segnent today, and so we think proposal s t hat
woul d weaken U.S. anti-dunping laws threaten to

under m ne t he consensus in favor of mar ket
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i beralization, and they really coul d have di sastrous
consequences in our sector.

Sever al new issues have risen in
i nportance that we think nmerit attention in these new
negoti ations. Sone, like liberalization of rules for
e-commerce promse to provide significant new
benefits. Q hers, including conpetition policy, we
think, require further study to nake sure that they're
additive in terns of what we're trying to acconpli sh.
El ectronic commerce and internet applications have
been demand drivers in our, al beit nmuch sl ower, market
recently, and we applied U. S. negotiators who, in Doha
won a conm tnent to maintain the noratoriumon custons
duties on electronic transm ssions through the next
WO M ni sterial.

W have unani nous agr eenent of the | argest
chip conpanies in the U. S., Japan, Europe, Korea and
Tai wan who bel i eve that this noratoriumshoul d be made
per manent .

Simlarly, we believe that electronically
delivered goods and services -- |'m sorry, goods,

should receive no less favorable treatnment than
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simlar products delivered in physical form and that
their classification should ensure the nost |ibera
treat nent possi bl e.

We al so believe that the WIO shoul d seek
to prohibit the use of copyright levies on digita
equi prent and blank digital recording nedia where
alternative technol ogical solutions are avail able.
This is a fairly new issue for us, but some of the
| evies that are being proposed on electronic digital
media could increase the cost of product to the
consuner by 50 percent or nore, and in al nost -- well,
all cases that we know of to date, the levies that are
col | ected woul d be used to rei nburse copyri ght hol ders
inthe country where the levy i s proposed, soit would
not necessarily even be used to conpensat e t hose whose
artistic or creative works is being copied. W think
technol ogical solutions that can target a specific
work that's being copied woul d be far preferable.

New di sci pli nes are being contenplated in
the area of conpetition policy, with a possibility
t hat negotiations m ght be |launched in 2003. These

talks are intended to take account of the needs of
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devel opi ng countries where ideally conpetition policy
rules would help create properly functioning hone
mar kets. However, discussion to date appears to rest
primarily on theory, rather than fact, and we would
propose that a very serious exam nation of the factual
evi dence needs to be undertaken before it's determ ned
that conpetition policy rules are warranted.

Finally, we have some concerns about the
di spute settlenment process, and we think that the
process really needs to be nmade nore transparent and
accessible to U.S. industry and to those affected by
its decisions. The new devel opnment agenda, we think,
has great promse in terns of opening markets.
Frankly the sem conductor industry is a poster child,
| think, for trade negotiations. W've always been
very wel |l represented where we' ve al ways been strongly
in favor of agreenents that open markets and we have
every anticipation that this wll be a simlar
experience to what we've had in the past. However, we
real ly strongly caution that any i nprovenents can't be
bought at t he expense of danmage t hrough changes in the

anti-dunping law or conpetition policy where sone
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things that are very harnful -- potentially harnfu
have been proposed. Thank you.

CHAI RPERSON M TTEN: Thank you, Ms. Crai b.
First question wll be from the Departnent of
Commer ce.

M5. JANICKE: Thank you, Ms. Craig. The
| T anal ysts at the Departnment of Conmerce were very
interested in all the areas that you highlighted in
your testinony, but they had particular interest in
sone of the newissues that you rai sed. You nentioned
the i ssue of copyright |evies and gave the exanpl e of
Canada, and I was wondering if you were aware of any
other countries that are consideringthis simlar type
of policy.

M5. CRAIB: Levies are already in use in
several of the EU countries. | believe that it's 12,
and | can certainly provide you with an exact |ist of
what they are doing if you would like it. W also
understand that there may be sone interest in Latin
Aneri ca.

MS. JANI CKE: Thank you. |[If you are able

to provide anything --
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M5. CRAI B: "1l get you all of the
information that we have, yes, and |'ll get your
contact information.

M5. JANI CKE:  Sure.

M5. CRAIB: (kay.

CHAI RVAN EI SS: M. Koransky with the
Departnent of Labor.

MR. KORANSKY:  Your paper lists a nunber
of very good suggestions. The only question | really
have for you, is there any particular initiative --
what woul d have the greatest inpact on crating jobs in
the US. Sonme of them it seens |ike, they would be
beneficial, but sone are sort of marginal.

M5. CRAI B: Well, the sem conductor
i ndustry does the vast mpjority of its high wage
high value added, manufacturing and research
devel opment in the United States. That has al ways
been the case and going forward we anticipate that
that will still be the case, so anything that helps
i ncrease narket access, even our ability to invest
overseas, will be generating the highest wage, hi ghest

val ue added jobs here in the United States because

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

207

this is where our research is done. This is where,
you know, the greatest value is created, so | think
any and all policies that help us sell nore product,
regardl ess of where it's actually manufactured, wl|
be generating high wage jobs in the United States.

MR, KORANSKY: Thank you.

MR, MOORE: Good afternoon. | just wanted
to clarify if 1 could, vyour position on the
elimnation of tariff barriers. The way |I understand
it, sinmply expanding participating in the |ITA would
not necessarily capture all products of interest to
you. There are sone renmaining tariffs on --

M5. CRAIB: There are a few, but for the
nost part, many  of the products that our
sem conductors go into, if you look at a breakdown,
and |'d be happy to send it to you, but conputers
accounts for roughly 50 percent of our demand, and
t el ecommuni cati ons accounts for a fairly significant
-- telecomunications slash comunication products
account for a |arge percentage of the remainder, in
addition to consuner, and consunmer is an area that's

not as well covered, but we're seeing a convergence in
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consuner and you know, |ike personal digita
assi stants and so on, so we think that the coverage is
fairly broad. W' re | ooking at what m ght be covered,
say under an I TAO2. | don't have a specific list for
you, but we really think that alot of the potentially
high growth areas like Latin America which have not
yet signed ontothe ITA we'dreally like to see t hem
sig on, and that would be a good first step for us.

MR. MOORE: Ckay, but in terns of other
| T-rel ated i ndustries who' ve suggested just going to
zero overall or going to zero in particul ar chapters,
would that be, and | don't know if you're famliar
wi th those proposal s, but does that give your nenbers
any kind of pause?

M5. CRAIB: In ternms of products that are
not covered by | TA-1?

MR. MOORE: Right.

M5. CRAIB: | think nost of the products
that we're worried about are currently covered --

MR, MOORE: (Ckay.

M5. CRAIB: -- under ITA-1. Yeah.

MR. MOORE: Thank you.
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CHAI RVAN EI SS: Ckay. Ms. Craib, if |
could, one thing if you do provide sone additiona
information, | think in order to nmake sure that it
gets to be a part of the record, if you could also
make sure that it's submtted to Ms. Bl ue.

M5. CRAIB: Absolutely.

CHAI RVAN EI'SS:  And with that, | think we
can decl are the hearing adjourned.

(Wher eupon the above-entitled proceeding

was concluded at 3:10 p.m)
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